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FOREWORD 

T h i s  repo r t  has been prepared i n  response t o  Senate Concur ren t  
Resolution No. 25 which was adopted d u r i n g  t h e  Regular Session o f  1988. 
T h e  r e p o r t  contains t h e  resul ts  o f  t h e  Bureau's  s tudy  on  t h e  feasib i l i ty  o f  
establ ish ing a pharmaceutical assistance program f o r  t h e  e lder ly  i n  Hawaii. 

T h e  data presented and  t h e  f ind ings  and conclusions reached i n  th i s  
r e p o r t  cou ld  not have been achieved w i thout  t h e  cooperation and assistance o f  
var ious  indiv iduals knowledgeable about t h e  e lder ly  and pharmaceuticals. The  
Bureau is especially g ra te fu l  f o r  t h e  i n p u t  p rov ided  b y  t h e  off ic ials o f  t h e  
states w i t h  pharmaceutical assistance programs, namely, Marsha Mains o f  
Connect icut,  J e r r y  Purcel l  o f  I l l inois,  Michael O'Donnell o f  Maine, John Baker 
o f  Maryland, Edward Klane o f  New Jersey, Mar i l yn  Desmond of New York, 
Thomas Snedden o f  Pennsylvania, and Susan Sweet o f  Rhode Island. The  
Bureau also extends i t s  appreciat ion t o  t h e  l icensed pharmacists, t h e  Kaiser 
Foundation Health Plan, t h e  Hawaii Medical Serv ice Association, t h e  Health 
Care Adminis t rat ion Division, and t h e  Execut ive Of f ice on  Ag ing  f o r  
responding t o  t h e  Bureau's inqui r ies;  t o  Greg Lim o f  t h e  Pharmaceutical 
Manufacturers Association and J u d i t h  Brown o f  t h e  American Association of 
Ret i red  Persons f o r  p r o v i d i n g  information; and t o  al l  t h e  state legislat ive 
research agencies t h a t  responded t o  t h e  Bureau's  i n q u i r y  and t ransmit ted 
in format ion regard ing  the  status o f  t h e  pharmaceutical assistance issue i n  
t h e i r  respect ive states. 

Samuel 8 .  K .  Chang 
D i rec tor  

November 1988 
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Chapter  1 

INTRODUCTION 

I n  1986, Americans spent $116 b i l l ion f o r  health care t h a t  was not  
covered by p r i v a t e  insurance o r  government programs. The largest  por t ion 
o f  these out-of -pocket  expenses was f o r  physician services and d r u g s  and 
sundr ies . '  Recent studies have revealed data showing a correlat ion between 
increases i n  d r u g  use t o  the  increasing proport ion o f  e lder ly  i n  t h e  United 
States.' Prescript ion d r u g  use is h igh  among t h e  e lder ly  because o f  t he  h igh  
incidence o f  chronic disease in  th is  population group.  Four o u t  o f  f i v e  
e lder ly  persons have a t  least one chronic ailment requ i r i ng  extended d r u g  
the rapy .  ' 

The importance o f  prescr ipt ion d r u g s  in  t h e  cont ro l  o f  chronic illness 
and t h e  prevent ion of more serious and deb i l i ta t ing  condit ions i s  widely 
recognized in  medical and ger ia t r i c  c i rc les."  Yet, t he  a f fo rdab i l i t y  o f  
p rescr ip t ion  d r u g s  has become an issue nat ionwide due t o  t h e  absence o f  
adequate t h i r d  p a r t y  coverage f o r  p rescr ip t ion  d r u g s  f o r  t h e  e lder ly .  
Medicare general ly does not  p rov ide  prescr ip t ion  d r u g  coverage unless t h e  
d r u g  i s  administered in  a hospital o r  sk i l led n u r s i n g  fac i l i t y  o r  t h e  d r u g  is 
one t h a t  cannot be  self-administered b y  t h e  pat ient  and must b e  administered 
b y  a health professional. Those e lder ly  who meet t h e  low income 
requirements under  Medicaid, t he  state-level medical assistance program, can 
obta in prescr ip t ion  d r u g s  a t  no cost under  t h a t  program i n  most states. Only 
Alaska and Wyoming do not  o f fe r  p rescr ip t ion  d r u g  assistance under  
Medicaid.' For those who do not  meet t h e  income requirements, p rescr ip t ion  
d r u g s  must be  pa id  f o r  en t i re ly  out-of -pocket  unless they  have some p r i va te  
d r u g  insurance plan. 

Pharmaceutical assistance programs o f f e r  d i rec t  f inancial  assistance t o  the  
e lder ly  i n  the  purchase o f  p rescr ip t ion  d rugs .  In teres t  i n  pharmaceutical 
assistance programs evolved as it became apparent  t h a t  many o f  t h e  poor and 
near-poor e lder ly  were not  fol lowing t h e i r  p rescr ibed d r u g  regimens because 
they  could not  a f fo rd  t o  purchase t h e  d rugs .  Noncompliance w i th  d r u g  
the rapy  can lead t o  more debi l i ta t ing condit ions requ i r i ng  inst i tu t ional  
treatment. As t h e  costs f o r  hospital and nu rs ing  home care have skyrocketed 
and t h e  government 's share o f  these costs ( th rough  Medicare and Medicaid) 
has grown, policymakers have looked t o  less cost ly  p revent ive  solutions to  
assure access t o  p roper  health care. Pharmaceutical assistance is one o f  
them. 

Senate Concurrent  Resolution No. 25 (see Appendix A)  was adopted 
d u r i n g  t h e  1988 Regular Session o f  t h e  Fourteenth Legislature d i rec t i ng  the  
Legislat ive Reference Bureau (hereinaf ter  re fe r red  t o  as the  Bureau) " . . . t o  
conduct a s tudy  on t h e  feasib i l i ty  of implementing a pharmaceutical assistance 
program i n  the  State o f  Hawaii t o  assist e lder ly  persons w i th  incomes too h igh  
to  receive pub l ic  medical assistance." T h e  Concur rent  Resolution expressed 
concern t h a t  t h e  monthly costs o f  p rescr ip t ion  d r u g s  can be p roh ib i t i ve  f o r  
e lder ly  who are on f i xed  income and d i rected t h e  Bureau t o  rev iew the  
programs in Connecticut, Delaware, I l l inois, Maine, New Jersey, New York, 
Pennsylvania, and Rhode Island. 
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T o  determine t h e  feas ib i l i t y  of a pharmaceutical assistance program f o r  
Hawaii, t h e  Bureau examined t h e  ex i s t i ng  programs i n  o the r  states, t h e  need 
among Hawaii 's e lder ly  populat ion f o r  f inancial  assistance i n  t h e  purchase o f  
t h e i r  p rescr ip t ion  d rugs ,  and  t h e  cost implications o f  implementing a 
pharmaceutical assistance program. Soon a f te r  t h e  adjournment o f  t h e  1988 
legis lat ive session, t h e  federal  Medicare Catastrophic Coverage Ac t  o f  1988 
was repor ted  o u t  o f  conference committee conta in ing a prov is ion  f o r  outpat ient  
p rescr ip t ion  d r u g  coverage and was subsequent ly  s igned in to  law on J u l y  1, 
1988. T h e  Bureau's  rev iew o f  pharmaceutical assistance programs includes 
t h i s  federal  legislat ion and  an assessment o f  t h e  need f o r  a state-level 
assistance program i n  view o f  t h e  new federal  d r u g  assistance program. 



Chapter  2 

COMPONENTS OF A PHARMACEUTICAL ASSISTANCE PROGRAM 

T h e  pharmaceutical assistance programs v a r y  i n  program design and 
administ rat ion depending on t h e  need and size of t he  ta rge t  population, 
avai labi l i ty  o f  fund ing,  and o ther  d r u g  reimbursement programs in  place; 
however, most states have designed t h e i r  programs wi th  cost cont ro l  i n  mind. 
T h e  pharmaceutical assistance program components fa l l  i n to  s ix  basic 
categories: (1) t h e  beneficiaries covered; (2) . the  d rugs  covered; (3) a cost- 
sha r ing  mechanism; (4) restr ic t ions on dispensing; (5) a reimbursement 
procedure; and (6) program contro ls .  There  i s  no "model program" and 
researchers have emphasized t h e  importance o f  ident i fy ing  t h e  "best 
combination" o f  options t h a t  balance a state's f iscal and therapeut ic  eff icacy i n  
o r d e r  t o  best  serve t h e  medical needs o f  t he  e lder ly .  Th is  chapter  general ly 
describes t h e  variat ions o f  t h e  program components. Descript ions o f  t h e  
ex i s t i ng  state programs and comparisons thereof follow in  Chapter  3 and an 
analysis o f  t h e  Medicare outpat ient  p rescr ip t ion  d r u g  coverage i s  presented i n  
Chapter  4 .  

Selection o f  Beneficiaries 

Determination o f  t h e  ta rge t  g r o u p  depends on a state's assessment of 
where t h e  greatest  need f o r  assistance lies and i t s  program objectives. 
Coverage can be comprehensive and cover all persons, regardless o f  income 
o r  age, o r  can b e  v e r y  nar rowly  conf ined t o  t h e  most needy e lder ly  g roup.  
T h e  pool o f  beneficiaries can b e  circumscribed by speci fy ing age o r  income 
qual i f icat ions, o r  bo th .  Most states have res t r ic ted  coverage t o  t h e  lower 
income elder ly ,  age 65 and over, who d o  not  qua l i fy  f o r  Medicaid w i th  a 
specif ied qua l i fy ing  income. Some states have also extended drug coverage t o  
t h e  disabled. D r u g  coverage can also be l imited t o  social secur i ty  
beneficiaries; however, t h i s  may exclude more people than is desirable as 
t h e r e  are many people who have never worked f o r  an employer i n  t h e  social 
secu r i t y  system. T h e  benef ic iary pool can be f u r t h e r  def ined by l imit ing 
coverage t o  state residents and specif ical ly excluding those who have o ther  
d r u g  insurance coverage. 

D r u g s  Covered 

In an Urban Ins t i tu te  paper on prescr ip t ion  drugs, Karen Lennox 
out l ined t h e  fol lowing options o r  pol icy al ternat ives available f o r  d r u g  
coverage: (1) comprehensive coverage where all prescr ipt ion d r u g s  and 
over - the-counter  d r u g s  are included; (2) coverage f o r  p rescr ip t ion  d r u g s  
only; (3) coverage where specif ied d r u g s  o r  categories o f  d r u g s  are 
excluded; o r  (4) coverage l imited t o  specif ied d r u g s  o r  categories o f  d r u g s  as 
in a f o r m ~ l a r y . ~  While comprehensive coverage may be t h e  best  opt ion in 
terms o f  medical need, t h e  problems associated w i th  th is  opt ion i e  h igh  
program expenditures, increased administrat ive burdens, excessive 
prescr ib ing ,  benef ic iary overuse, and d i f f i cu l t y  i n  contro l l ing f r a u d  and 
abuse) are reasons f o r  concern. Coverage o f  all p rescr ip t ion  d r u g s  o r  legend 
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d r u g s  (d rugs  t h a t  bear  t h e  legend, "Caution: Federal law proh ib i ts  
d ispensing wi thout  a p rescr ip t ion" )  is most common since these are usual ly 
t h e  more expensive d r u g s  and  t h e y  invo lve  medical rev iew o f  t h e  benef ic iary 's 
condi t ion. '  L imi t ing t h e  d r u g  coverage f u r t h e r  b y  speci fy ing t h e  inclusion o r  
exclusion o f  cer ta in d rugs  and us ing  a fo rmulary  can reduce costs and 
adminis t rat ive burdens; however, t h i s  would requ i re  cont inual  review b y  a 
d r u g  fo rmulary  committee t o  delete inef fect ive d r u g s  f rom t h e  l i s t  o r  include 
new d r u g s .  A state could base i t s  d r u g  coverage on i t s  Medicaid program's 
fo rmu la ry  o r  on  t h e  d r u g s  most commonly used t o  t r e a t  chron ic  i l lness among 
t h e  e lder ly .  

Cost-shar ing can be  i n  t h e  form o f  a: ( 1 )  deduct ib le where t h e  
benef ic iary pays a cer ta in amount before benef i ts accrue; (2) coinsurance 
where t h e  benef ic iary pays a percentage o f  each prescr ipt ion;  (3) copayment 
where t h e  benef ic iary pays a set fee f o r  each prescr ipt ion;  (4) dol lar  l imit  
where t h e  benef ic iary pays t h e  cost exceeding t h e  l imit; o r  (5) premium o r  
enrol lment fee." A cost-shar ing mechanism is usual ly  added t o  a 
pharmaceutical assistance program t o  " . . . l i m i t  t h e  e f fec t  o f  t h e  moral hazard 
o f  d r u g  insurance, reduce tota l  p rogram expenditures, contro l  unnecessary 
ut i l izat ion, and p rov ide  incent ives t o  shop around f o r  t h e  lowest cost 
p r ~ d u c t . " ~  A drawback w i th  t h e  use o f  a deduct ib le is t ha t  t he re  has t o  be 
an adminis t rat ive accounting of al l  p rescr ip t ion  b i l l s  in o r d e r  t o  ascertain 
when t h e  deduct ib le has been met. Coinsurance also poses administrat ive 
problems i n  tha t  t h e  amount t o  be  pa id  b y  t h e  benef ic iary has t o  be  
calculated f o r  each prescr ip t ion .  Coinsurance is considered more inequitable 
than copayment since t h e  heavier bu rden  falls on those w i th  expensive 
prescr ipt ions,  regardless o f  t h e i r  income, and i t  p rov ides  an incent ive t o  use 
lower-cost d rugs  and could c u r b  tota l  program expenses as d r u g  costs 
escalate.$ The  imposition o f  a premium o r  an enrol lment fee can be  used t o  
help b u i l d  t h e  f u n d  f rom which d r u g  reimbursement payments wi l l  be made, 
b u t  depending on how h igh  t h e  fee is, i t  may discourage par t ic ipat ion.  

A cost-shar ing mechanism can be  innovat ive ly  designed t o  meet t h e  
pecul iar  needs of t h e  state b y  a combination of some of t h e  opt ions o r  b y  
establ ish ing a s l id ing  scale o f  amounts payable based on income o r  past d r u g  
expendi tures.  States must bear  i n  mind tha t  adminis t rat ive costs of ten 
increase w i t h  t h e  complexity of t h e  design. 

Dispensing Restr ic t ions 

Al though a central ized d i s t r i bu t i on  system b y  cont rac t  between t h e  state 
and  cer ta in pharmacies might  be t h e  most ef f ic ient  adminis t rat ive ly  as well as 
economically, it may not  be  feasible since it would pose an inconvenience t o  
t h e  beneficiaries who l i ve  i n  remote areas and pharmacies not  awarded a 
cont rac t  would stand t o  lose some business. T o  p rov ide  f o r  ef fect ive 
adminis t rat ive contro l  as well as convenience t o  t h e  e lder ly  and fairness t o  
pharmacies, most programs requ i re  dispensing of covered d r u g s  on ly  t h rough  
par t i c ipa t ing  pharmacies which vo lun ta r i l y  regis ter  f o r  t h e  program. '  
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T o  discourage wast ing and  shar ing  o f  p rescr ip t ion  d r u g s  and  t o  ensure 
t h a t  t h e  benef ic iary 's d r u g  therapy  is under  p rope r  medical supervision, a 
pharmaceutical assistance program should impose a l imi t  on  t h e  dosage allowed 
p e r  p rescr ip t ion .  The  l imi t  can be by t h e  number o f  days, d r u g  uni ts ,  o r  
doses. T h e  smaller t h e  l imit, t h e  h igher  the  cost w i l l  b e  t o  t h e  benef ic iary 
since t h e  coinsurance o r  copayment is charged on each new prescr ip t ion  o r  
re f i l l .  

Reimbursement Procedure 

Karen Lennox noted t h a t  t h e  choice between reimbursement o f  t h e  
benef ic iary o r  t h e  d ispenser  depends on economic as well as adminis t rat ive 
considerat ions. If t h e  benef ic iary is reimbursed, t h e  benef ic iary would have 
t o  p a y  t h e  dispenser f o r  t h e  d rugs  and submit claims f o r  reimbursement. 
Proponents a rgue  t h a t  payment f o r  t h e  d rugs  could motivate t h e  benef ic iary 
t o  shop around and t h e  physic ian t o  p rescr ibe  lower p r i ced  d rugs .  There  
are  serious problems w i th  t h i s  option, however, as benef ic iar ies of ten do  no t  
have su f f i c ien t  cash on hand t o  pay f o r  t h e  d rugs  and receipts f o r  claims may 
be  lost  o r  never  f i led .  Adminis t rat ive ly ,  t h e  program would have t o  process 
mil l ions o f  ind iv idua l  claims and mail a mu l t i t ude  o f  small checks. 
Reimbursement t o  dispensers i s  easier adminis t rat ive ly  since t h e  dispensers 
can submit claims i n  la rge  batches and receive lump-sum payments. 
Dispenser reimbursement also lends i tse l f  t o  cost cont ro l  as t h e  program can 
pose l imits on t h e  reimbursement amount by set t ing maximums and t o  d r u g  use 
cont ro l  as t h e  d ispenser  can be  requ i red  t o  maintain a more complete data 
base available f o r  ut i l izat ion review as well as f u t u r e  research. '  

T h e  claims processing and reimbursement p rocedure  established f o r  a 
pharmaceutical p rogram would b e  best implemented if procedures o f  ex is t ing  
systems could be  ut i l ized and  possibly enhanced. Most states have contracted 
t h e  claims processing func t ion  t o  an agent such as B lue  Cross/Blue Shield 
w i t h  extensive experience and  t h e  state-of - the-ar t  technology and s ta f f  t o  
pe r fo rm t h i s  func t ion  cost-ef fect ive ly  and e f f i c ien t ly .  

Program Cont ro l  

A n  e f f i c ien t  e l ig ib i l i t y  determinat ion procedure  wh ich  ensures p rope r  
ident i f icat ion o f  benef ic iar ies and  a procedure  f o r  t h e  moni tor ing o f  d r u g  use 
is essential t o  a pharmaceutical assistance program. Most states requ i re  
regu lar  re reg is t ra t ion  o f  benef ic iar ies t o  ensure an accurate l i s t  o f  act ive 
beneficiaries as some wi l l  pass away and o thers  may lose e l ig ib i l i t y  s tatus due 
t o  income changes. Ident i f icat ion cards, l i ke  t h e  p last ic  c red i t  ca rd  plates, 
a re  o f ten  issued f o r  easier ident i f icat ion o f  benef ic iar ies and  claims processing 
by t h e  pharmacies. Pharmacies are  usual ly  requ i red  t o  keep pat ient  records 
o f  p rescr ip t ions  purchased which are  per iodical ly  reviewed by a d r u g  
ut i l izat ion review team t o  f l a g  o u t  possible inappropr ia te  p resc r ib ing  o r  
d ispensing pract ices and t o  advise physicians and pharmacists o f  potent ial  
d r u g  use problems o f  cer ta in  beneficiaries. Addi t ional ly ,  t h e  keeping o f  
demographic data on t h e  benef ic iar ies can p rov ide  t h e  basis f o r  assessing 
need f o r  programmatic changes. A statewide computerized data base 
accessible t o  al l  par t i c ipa t ing  pharmacies could serve as a good check on  d r u g  
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misuse if beneficiaries are  no t  requ i red  t o  patronize t h e  same pharmacy f o r  al l  
t h e i r  p rescr ip t ion  d r u g s .  

T o  combat d r u g  misuse and abuse, a p rogram should inc lude an ef fect ive 
informational ne twork  invo lv ing  educational and  outreach programs t o  ensure  a 
p r o p e r l y  informed d r u g  us ing  e lder ly  populat ion. A program should also 
inc lude e f fo r ts  t o  ensure awareness among t h e  p resc r ib ing  physic ians and 
d ispensing pharmacists o f  t h e  pecul iar i t ies associated w i t h  ge r ia t r i c  d r u g  use. 



Chapter  3 

PHARMACEUTICAL ASSISTANCE PROGRAMS I N  OTHER STATES 

T h e  E igh t  States With Pharmaceutical Assistance Programs 

Senate Concur rent  Resolution No. 25 d i rected t h e  Bureau t o  review the  
pharmaceutical assistance programs of Connecticut, Delaware, I l l inois, Maine, 
New Jersey, New York,  Pennsylvania, and Rhode Island. T h e  Bureau wrote 
t o  these states f o r  information regard ing the i r  programs and found  t h a t  
Delaware's program was a pr iva te ly - run l  rather  than s ta te- run program and 
t h a t  Maryland also had a pharmaceutical assistance program. Accordingly, 
whi le Maryland's program wi l l  be  discussed in  th is  chapter,  Delaware's wi l l  
not .  

With t h e  exception o f  I l l inois, a l l  t he  states w i t h  a state-level 
pharmaceutical assistance program a re  f rom the  eastern region o f  t h e  Uni ted 
States. New Jersey, i n  1975, was the  f i r s t  s tate t o  implement a 
pharmaceutical assistance program. Maine established i t s  p rogram i n  1977 
followed b y  Mary land i n  1978 and Pennsylvania i n  1983. Connecticut, I l l inois, 
and Rhode Is land established programs in  1985 and  New York  i n  1986. 
Connecticut, I l l inois, and  New Jersey o f f e r  assistance t o  t h e  e lder ly  i n  t h e  65 
and o lder  g roup  and t h e  disabled; however, New Jersey l imits coverage t o  
those disabled who qua l i fy  f o r  d isab i l i t y  benefi ts under  t h e  Social Secur i ty  
Act.  Mary land of fers benefi ts t o  persons, regardless o f  age, who meet t h e  
income requirements b u t  are not  e l ig ib le f o r  pub l ic  medical assistance. A l l  
states have some t y p e  o f  residency requirement f o r  el igibles. T h e  income 
requirements v a r y  w i t h  New Y o r k  hav ing the  lowest a t  $9,000 f o r  a single 
appl icant and $12,000 f o r  a marr ied appl icant and New Jersey hav ing the  
h ighest  a t  $13,650 f o r  singles and $16,750 f o r  t h e  marr ied.  Maryland is the  
on ly  state t h a t  also requires beneficiar ies t o  meet an assets test .  Al though 
t h e  states v a r y  i n  t h e  cost-shar ing mechanisms, no state program requires 
the  beneficiary t o  pay a deduct ible before qua l i f y ing  f o r  benefi ts.  Most 
states requ i re  a copayment. 

Pennsylvania has t h e  largest  enrollment w i th  472,741 beneficiaries and 
t h e  h ighest  annual program cost a t  5142,032,751. New Jersey covered almost 
240,000 beneficiaries a t  a cost o f  $95.4 million i n  f iscal year  1987-1988. 
I l l inois had approximately 60,000 beneficiaries i n  1987 w i th  a program cost o f  
about $23.7 million; Connect icut w i t h  55,000 beneficiar ies cost about 516.5 
million; Rhode Is land w i th  17,000 beneficiaries cost  about  $1.9 million; 
Maryland wi th  17,000 beneficiaries cost about $7.1 million; Maine w i th  19,000 
beneficiaries cost about $2 million; and New York  w i th  42,000 beneficiaries 
cost about $30 mil l ion. 

Reimbursement o f  d r u g  costs are made t o  t h e  pharmacies i n  all t he  
programs. New Jersey which began w i th  a benef ic iary reimbursement scheme 
gradual ly  switched t o  a p rov ide r  reimbursement system in 1978 and  1979 
wherein beneficiaries used a card, along wi th  a $2 copayment t o  obtain 
prescr ipt ions.  T h e  program became s igni f icant ly  more a t t rac t ive  since 
beneficiaries d i d  not  have t o  pay  t h e  full cost o f  t h e  prescr ip t ion  o r  w o r r y  
about t h e  confusing claims submission process.2 
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I l l inois res t r i c t s  benef i ts  under  i t s  plan on ly  t o  d r u g s  f o r  t h e  t reatment  
o f  cardiovascular diseases, a r th r i t i s ,  and diabetes whi le Maine l imits coverage 
t o  cer ta in " l i fe  susta in ing d rugs " .  T h e  remaining states o f fe r  w ider  coverage 
f o r  al l  d r u g s  requ i r i ng  prescr ipt ions,  inc lud ing  insu l in  and insu l in  syr inges  
and needles. A l l  states have some t y p e  o f  res t r i c t ion  on  t h e  length  o r  dosage 
o f  t h e  prescr ip t ion  t o  cont ro l  wastage and t h e  shar ing  o f  d rugs ,  usua l ly  a 30- 
day  o r  100-dose supp ly .  

T h e  states general ly  conform t o  t h e i r  own state gener ic  d r u g  laws, 
allowing physicians t o  decide on b r a n d  d r u g s  o r  generic ~ u b s t i t u t i o n , ~  but 
some states do  no t  have a specif ic prov is ion i n  t h e  pharmaceutical assistance 
law concerning generic d r u g s .  I l l inois sets t h e  maximum cost o f  e l ig ib le 
d r u g s  a t  t h e  gener ic  equivalent  p r ice .  New Jersey requ i res  t h e  purchase o f  
gener ic  subst i tu tes t h a t  a re  equal o r  less than t h e  maximum allowable cost o r  
t h e  benef ic iary must pay  t h e  d i f ference between t h e  gener ic  and t h e  b rand -  
name d r u g .  Pennsylvania also requ i res  pat ients t o  pay  such d i f fe ren t ia ls  if 
t h e y  op t  against generics. I n  New York ,  t h e  prescr ip t ions  are  automatically 
f i l l ed  by generics unless specif ical ly d i rec ted  otherwise by t h e  a t tend ing  
physic ian.  Connect icut o f fe rs  a $.50 incent ive d ispensing fee t o  pharmacists 
f o r  f i l l i ng  prescr ip t ions  w i t h  lower-pr iced generic subs t i tu tes  unless such 
subs t i tu t ion  is otherwise proh ib i ted  by t h e  state's pharmacy law. 

A l l  states requ i re  t h e  pharmacies par t i c ipa t ing  i n  t h e i r  p rogram t o  keep 
and  maintain pa t ien t  records. Such records are  used t o  compile stat ist ical  
data on  d r u g  use pat te rns  and t o  assist t h e  pharmacies i n  adv is ing  physicians 
and beneficiaries o f  contraindicat ions regard ing  t h e  d r u g  be ing  prescr ibed 
and o the r  d r u g s  t h e  benef ic iary may be  tak ing .  T h e  programs al l  have 
inc luded a d r u g  ut i l izat ion review mechanism t o  deter  f raudu len t  acts and  t o  
ensure against d r u g  misuse by t h e  e lder ly .  Typical ly ,  t h i s  mechanism is i n  
t h e  fo rm of a d r u g  ut i l izat ion review committee which monitors t h e  
prescr ipt ions be ing  f i l l ed  under  t h e  program as well as t h e  pharmacies and 
physicians by rev iewing ind iv idua l  pa t ien t  records. 

Adminis t rat ive placement o f  a pharmaceutical p rogram is usual ly  i n  t h e  
department t ha t  has programmatic responsib i l i ty  f o r  t h e  e lder ly .  I n  
Connecticut, Pennsylvania, and Rhode Island, where t h e r e  a r e  separate 
departments f o r  e lder ly  matters, t h e  programs have been placed i n  such 
departments. I n  Maine and New Jersey, placement is w i th in  a human services 
department.  Mary land has placed i ts  program i n  i t s  Department o f  Health and 
Mental Hygiene and New Y o r k  i n  i t s  Execut ive Department. I l l ino is  is 
d i f f e ren t  f rom t h e  o the r  states since i t s  program is under  t h e  pu rv iew  o f  t h e  
Department o f  Revenue even though i t  has a Department on Ag ing .  The  
reason f o r  t h i s  pecu l ia r i t y  is t h a t  t h e  program was an ou tg rowth  o f  an 
ex is t ing  tax  rel ief  program. 

Connect icut  

T h e  Connect icut Pharmaceutical Assistance Contract  t o  t h e  E lde r l y  and 
Disabled (here inaf ter  ConnPACE) program was establ ished i n  1985.' The  
enabl ing legislation called f o r  a one-year p i lo t  p rogram which was t o  beg in  on 
A p r i l  1, 1986. The  legislation also created a task  fo rce  t o  examine t h e  
proposed p i lo t  program and t o  ascertain whether  a d i f f e r e n t  p rogram should 
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b e  implemented. The task  force recommended some changes which were 
incorporated in to  t h e  1987 amendment t o  the  law which made t h e  program 
permanent. T h e  ConnPACE program provides coverage to  those 65 years o f  
age and o lder  and disabled f o r  al l  d r u g s  requ i r i ng  a prescr ip t ion  i n  t h e  
state. Anyone who has o ther  prescr ip t ion  d r u g  coverage is ineligible. The 
e lder ly  account f o r  96 p e r  cent  o f  t he  54,745 enrol led i n  t h e  ConnPACE 
program as o f  June 30, 1988. T h e  program cost f o r  f iscal year  1987-1988 was 
$16,546,370 w i th  fund ing  b y  state general funds.  Beneficiaries a re  requ i red  
t o  pay a $4 copayment f o r  each prescr ip t ion  purchased under  t h e  program. 
T h e  average cost pe r  e lder ly  beneficiary i n  1988 was $313. T h e  Department 
o f  Ag ing  administers the  program and contracts w i th  a f iscal intermediary t o  
per form el ig ib i l i ty ,  enrollment, claims processing, and record-keeping 
funct ions.  The ConnPACE program estimates t h a t  t h e  enrollment w i l l  surpass 
61,000 by t h e  end o f  t he  c u r r e n t  f iscal year  and has a budget  o f  $22,135,400. 
With Connect icut facing budget  constraints f o r  all programs, t h e  Department 
o f  Ag ing  is looking in to  al ternat ives t o  achieve a potent ial  f i v e  p e r  cent  cost 
savings. 

I l l inois 

I l l inois began i t s  program in  1985 as an extension o f  t h e  Senior Cit izens 
and Disabled Persons Proper ty  Tax Relief Act, also known as t h e  "C i rcu i t  
Breaker" .6  T h e  program provides coverage f o r  d r u g s  t o  t rea t  cardiovascular 
diseases, a r th r i t i s ,  and diabetes f o r  persons who are 65 years o f  age and 
o lder  and t h e  disabled. T h e  maximum income level allowable t o  qua l i fy  f o r  
benefi ts is $14,000. Persons receiving prescr ipt ion drug coverage under  
another pub l ic  assistance program are inel igible. T h e  enrollees, numbering 
ove r  60,000 i n  1987, pay an $80 enrollment fee and must t u r n  o v e r  r i gh ts  t o  
covered drug benefi ts under  any insurance plan. Under  t h e  C i r c u i t  Breaker 
program, qua l i fy ing  persons can receive rebates o f  u p  t o  $700 in  cash f o r  
p r o p e r t y  taxes and an addit ional $80 rebate can be used f o r  t h e  enrollment 
fee. T h e  $80 g r a n t  is available to  some persons not  el igible f o r  t h e  main 
grant .  There  is a 34-day supp ly  l imit on prescr ipt ions and charges on d rugs  
are l imited t o  t h e  wholesale cost p lus a dispensing fee which is c u r r e n t l y  
$3.60. T h e  average annual cost o f  p rescr ip t ion  d r u g s  p e r  enrollee i n  1987 
was $17.76. T h e  program which is funded  th rough  general funds cost $23.7 
mil l ion i n  1987. The Department o f  Revenue which administers the  program, 
contracts w i t h  B lue Cross/Blue Shield t o  process al l  claims.' 

Maine 

Maine's pharmaceutical assistance law was enacted in  1977.' T h e  
program provides prescr ipt ion d r u g  coverage o f  l i fe  sustaining d r u g s  which 
inc lude most prescr ipt ion d r u g s  f o r  heart, blood pressure, diabetes, and 
a r t h r i t i s .  Those eligible f o r  coverage are e lder ly  persons who a re  age 62 o r  
older w i th  a maximum income of $6,600 f o r  single persons and $7,900 f o r  
marr ied couples. Recently, t h e  program was expanded t o  cover chronic 
obs t ruc t ive  pulmonary disease d rugs .  T h e  income guidelines are those used 
under  the  Tax and Rent Relief Act  and e l ig ib i l i t y  f o r  t h e  low-cost d r u g  
program i s  determined b y  t h e  state Tax Assessor. The Department o f  Human 
Services which administers t h e  program determines which d r u g s  a re  l i fe  
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susta in ing w i th in  t h e  dual  constra ints  o f  good medical p rac t ice  and  t h e  annual 
state appropr iat ion.  T h e  use of gener ic  o r  chemically equivalent  d r u g s  is 
requ i red  unless otherwise d i rec ted  by t h e  p resc r ib ing  physic ian.  Copayments 
range f rom $2 t o  $10 f o r  each prescr ipt ion,  depending on t h e  d r u g .  The  
program is f unded  t h r o u g h  general f unds  and t h e  cost i n  1987 f o r  i t s  18,773 
benef ic iar ies was $2,054,650.41. Costs a re  expected t o  r i se  s ign i f i can t ly  i n  
1988 since t h e  legis lature expanded t h e  program t o  inc lude addit ional d rugs . '  

Mary land 

T h e  Mary land Pharmacy Assistance Program (here ina f te r  MPAP) which 
began i n  1978" is d i f f e r e n t  f rom t h e  o thers  i n  t h a t  it is based on income 
qual i f icat ions, no t  age. Mary land has an income e l i g ib i l i t y  scale tha t  is 1.5 
times h ighe r  t han  t h e  income l imits under  t h e  medical assistance program 
beg inn ing  w i t h  $6,400 f o r  s ingle persons and $7,000 f o r  a family o f  two. The  
income l imits a r e  increased automatically when social secur i ty  benef i ts are 
increased. Benefic iar ies must also meet asset s tandards which are  t h e  same 
as used f o r  t h e  state's medical assistance program b u t  a t  a rate o f  1 . 5  times 
h ighe r .  For  f iscal yea r  1988 t h e  asset l imi t  f o r  a single person was $3,750 
and  f o r  a family of two, $4,275. Persons receiv ing pub l ic  medical assistance 
and  nonresidents are  not  el igible. Maryland's p rogram o f fe rs  t h e  most l ibera l  
coverage among t h e  e igh t  states. The  program covers prescr ip t ion  drugs,  
schedule V cough preparat ions, p rescr ibed insul in,  insu l in  syr inges, and 
needles, contracept ives (no t  condoms), and cer ta in  nu t r i t iona l  preparat ions.  
The re  is a one dol lar  copayment f o r  each prescr ip t ion  f i l l ed .  I n  f iscal year  
1988, Mary land averaged 16,659 enrollees p e r  month (64 p e r  cent  o f  which 
were age 65 and  over)  and t h e  cost o f  t h e  program ran  $7,057,220. The  
program is administered b y  t h e  Department o f  Health and Mental Hygiene w i th  
t h e  MPAP s ta f f  (seven fu l l - t ime and t h r e e  par t - t ime) per forming t h e  
adminis t rat ive func t ion  o f  e l ig ib i l i t y  determinat ion. Un l ike  t h e  o ther  states 
which cont rac t  a f iscal agent  t o  per fo rm t h e  claims processing funct ion, 
Mary land's  claims processing func t ion  i s  per formed by t h e  Department o f  
Health and Mental Hygiene i n  conjunct ion w i th  i t s  Medicaid program. I' 

New Jersey  

I n  1975, New Jersey became t h e  f i r s t  state t o  implement a pharmaceutical 
assistance program."  T h e  Pharmaceutical Assistance t o  t h e  Aged and 
Disabled program (here ina f te r  PAAD) which covers persons age 65 and o lder  
and  t h e  disabled who are  qual i f ied f o r  d isab i l i t y  benef i ts  under  t h e  Social 
Secur i ty  program, served 247,993 cl ients i n  f iscal year  1987, o f  which 229,612 
o r  approximately 92 p e r  cent, were e lder ly .  Persons i n  t h e  65 t o  75 age 
g r o u p  accounted f o r  41.9 p e r  cent  o f  t h e  PAAD recipients, those i n  t h e  76 t o  
85 age g r o u p  accounted f o r  37.5 p e r  cent, and those i n  t h e  86 and ove r  age 
g r o u p  accounted f o r  12.5 p e r  cent .  Program costs f o r  f iscal year  1987 
tota l led $95.4 million, 43.1 p e r  cent  o f  which was funded  by casino revenues. 
While t h e  b u l k  o f  t h e  program expendi tures is f o r  benef i t  payments, 
approximately $5 mil l ion is a t t r ibu tab le  t o  adminis t rat ive costs. New Jersey 
has t h e  largest  program s ta f f  w i th  150 members who per form e l ig ib i l i t y  
determinat ions and  reimbursement recovery func t ions .  Claims are processed 
by a cont rac tor .  
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When the  program was f i r s t  implemented, e l ig ib i l i t y  was l imited t o  
residents over  65 years o f  age wi th  annual incomes o f  less than $9,000 and 
inc luded provisions l imi t ing the  reimbursements above cer ta in  percentages o f  a 
res ident 's  income. Th is  "spend-down" provision was repealed i n  1977 and 
replaced wi th  a $1 copayment requirement which was subsequently increased 
t o  $2 in 1985. In 1981 t h e  program was expanded t o  include persons 
ident i f ied  as disabled under  the  Social Securi ty Act,  Reportedly, t h i s  has 
caused some problems as disabled persons who did not  work  f o r  an employer 
under  t h e  social secur i ty  system o r  f o r  some other  reason were not  p a r t  o f  
t h e  social secur i ty  system wi l l  not  qua l i fy  f o r  benefi ts u n t i l  a t ta in ing age 65. 
However, t he  social secur i ty  e l ig ib i l i t y  c r i te r ion  was imposed as a cost-saving 
device since it would have cost t he  PAAD program between $500 t o  $600 t o  
conduct a d isabi l i ty  e l ig ib i l i t y  determination. The cost o f  t he  PAAD program 
g r e w  a t  a slower rate i n  f iscal year 1987 than in  prev ious  years i n  p a r t  due 
t o  t h e  increase i n  generic prescr ib ing  and dispensing which resul ted f rom a 
greater  avai labi l i ty  o f  generic subst i tu tes i n  the  state fo rmulary .  New Jersey 
anticipates implementation of a generic d r u g  incentive in f iscal  year  1988 w i t h  
t h e  hope of l imi t ing f u r t h e r  program cost increases. 

T h e  PAAD program was in i t ia l ly  designed to  reimburse the  beneficiaries, 
b u t  since t h e i r  record-keeping pract ices were poor, t h e  program was changed 
t o  a prov ider  reimbursement process. Blue Cross/Blue Shield which has a 
contract  f o r  t h e  state's Medicaid program, has also been contracted as t h e  
f iscal agent f o r  t h e  PAAD program. T h e  PAAD program has been expensive. 
I n  1982, the  PAAD cost more than t h e  Medicaid program. There  have been 
cont inual attempts t o  keep program costs down." 

New York  

New York  enacted i t s  E lder ly  Pharmaceutical Insurance Coverage 
(hereinaf ter  EPIC) law i n  1986 and t h e  law is subject  t o  expi rat ion on 
September 30, 1991. ' *  T h e  program provides coverage f o r  al l  p rescr ip t ion  
drugs,  insul in, insu l in  syr inges, and insu l in  needles f o r  persons age 65 and 
o lder  if t h e i r  annual income does not  exceed $9,000 f o r  a single person and 
$12,000 f o r  a marr ied person. Under  t h e  EPlC program, the  prescr ip t ion  
must  automatically be  f i l led  by generics unless t h e  at tending physic ian 
specif ical ly d i rec ts  otherwise. Enrollees must pay a q u a r t e r l y  reg is t ra t ion  fee 
rang ing f rom $6 t o  $19 f o r  single enrollees and f rom $5 t o  $19 f o r  marr ied  
enrollees, depending on t h e i r  income. A t  t h e  time o f  purchase, t h e  enrollee 
must  pay a copayment rang ing f rom $3 t o  $15, depending on t h e  cost o f  t h e  
prescript ion, which amounts t o  about 40 p e r  cent o f  t h e  total  p rescr ip t ion  
cost. A f t e r  an enrollee has paid a cer ta in amount i n  copayments ($300 t o  
$750 depending on income and marital status) the  EPlC program wi l l  cover  the  
f u l l  cost o f  any  additional prescr ipt ions.  T h e  EPIC program also o f fe rs  
catastrophic coverage th rough  e i ther  a premium o r  deduct ible p lan.  
Qual i fy ing incomes f o r  t h i s  coverage a re  h igher  a t  $9,001 t o  $15,000 f o r  
singles and $12,001 t o  $20,000 f o r  persons who a re  marr ied and l i v i n g  
together .  

In i t ia l ly ,  program costs were projected t o  be anywhere between $130 t o  
$142 million due t o  the  project ion o f  about 475,000 e l ig ib le beneficiaries. T h e  
Legislature appropr iated $70 mil l ion i n  t h e  1987-1988 budget  f o r  t h e  EPlC 
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program. The  EPlC program entered i n to  a $27 mil l ion fou r -yea r  contract  
w i t h  a data systems corporat ion t o  pe r fo rm applications processing, e l ig ib i l i t y  
determination, mail ing o f  membership cards, processing o f  claims, and 
moni tor ing o f  pharmacies. 

T h e  number o f  enrollees i n  t h e  program f o r  t h e  f i r s t  year  was much 
lower than had been ant ic ipated and t h e  cost t o  t h e  state was only  $6.5 
mil l ion. The  low enrol lment was due t o  several factors:  (1) many e lder ly  
appeared re luctant  t o  enro l l  since they  would have t o  pay  money u p  f r o n t  and 
were uncer ta in as t o  whether  t hey  would benef i t  f rom t h e  program since t h e i r  
d r u g  expenses were no t  v e r y  high; (2) t h e  program's e l i g ib i l i t y  requirements 
and benef i t  specif ications are somewhat complex; and (3) t h e  or ig ina l  
project ions were too h igh  since t h e r e  was no su rvey  on t h e  e lder ly 's  
p rescr ip t ion  d r u g  expendi tures and t h i r d  p a r t y  coverage t o  accurately 
determine t h e  number o f  el igibles. Concerned about t h e  low enrollment, t h e  
EPlC revamped i t s  adver t i s ing  campaign, simpl i f ied t h e  application form, and 
enhanced i t s  outreach t r a i n i n g  sessions t o  draw more par t ic ipants.  

I n  view o f  t h e  problems encountered, t h e  EPlC s ta f f  has been 
contemplat ing program changes which would simpl i fy t h e  program, such as: 
(1) replac ing fees and premiums w i th  deduct ib le amounts; 12) collapsing t h e  
fee schedule in to  a single fee f o r  all enrollees; ( 3 )  def in ing  t h e  Home Energy  
Assistance Program and/or t h e  Real Estate Tax C i r c u i t  Breaker  C red i t  
populat ions as categorical ly el igible f o r  t h e  EPlC program; (4) changing t h e  
qua l i f y i ng  income def in i t ion  f rom previous calendar year  gross income t o  
c u r r e n t  gross income; (51 reduc ing  o r  eliminating t h e  regis t rat ion fee f o r  t h e  
comprehensive program as well as increasing t h e  copayment amount t o  o f fse t  
t h e  lost revenue; and (6) collapsing t h e  c u r r e n t  copayment schedule t o  a 
single fee a t  t h e  t ime of purchase.15 

Pennsylvania 

T h e  Pharmaceutical Assistance Contract  f o r  t h e  Elder ly  (here inaf ter  
PACE) was established i n  1983 and began operations i n  1984.16 The  PACE 
program covers ind iv iduals who are  age 65 and o lder  w i th  incomes of no t  more 
than  $12,000 f o r  single applicants and $15,000 f o r  mar r ied  appl icants. A l l  
p rescr ip t ion  drugs ,  insul in,  insul in  syr inges,  and insu l in  needles are  covered 
under  t h e  PACE program. The  benef ic iary pays a $4 copayment f o r  eve ry  
prescr ip t ion  and t h e  pharmacist is reimbursed t h e  balance based on a 
specif ied formula. On June 30, 1987, t he re  were 472,741 enrollees i n  t h e  
PACE program and  t h e  program cost f o r  f iscal year  1986-1987 was 
$142,032,751. 

More than 53 p e r  cent  of t h e  enrollees are  over  75 years o f  age and t h e  
ra t io  o f  female t o  male enrollees was near ly  t h ree  t o  one. Only one - th i rd  o f  
t h e  enrollees were marr ied and whi le 65 p e r  cent  o f  t h e  men were marr ied, 
s l i gh t l y  more than  65 p e r  cent  o f  t h e  women were widowed. T h e  average 
number of prescr ipt ions p e r  person was 25. Al though Pennsylvania has t h e  
h ighest  program cost, t h e  h igh  cost was ant ic ipated and t h e  state was f iscal ly  
p repared t o  meet such costs as t h e  program grew. 
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Pennsylvania takes p r i d e  i n  t h e  effectiveness o f  i t s  ut i l izat ion review 
process which has helped t o  contain t h e  cost o f  i t s  large program. D u r i n g  
i t s  th ree-year  pe r iod  o f  operation, t h e  PACE program, t h r o u g h  i t s  ut i l izat ion 
rev iew process, ident i f ied  more than 15,000 cases requ i r i ng  special review and  
cor rec t ive  action o n  near ly  3,000 was taken.  T o  f u r t h e r  contain costs, t h e  
PACE program made several changes t o  i t s  program. T h e  dispensing o f  
mul t isource d r u g s  became mandatory and  reimbursements are  made at 50 p e r  
cen t  o f  t h e  average wholesale p r i ce  if t h e  prescr iber  permi ts  subst i tu t ion and  
a mult isource equivalent  is l isted on  t h e  state's generic formulary,  regardless 
o f  whether  o r  no t  t h e  p rov ide r  has mult isource versions i n  stock. The  PACE 
program wi l l  also o f f e r  a pharmacist consultat ion fee o f  one dol lar  f o r  eve ry  
o r i g ina l  p rescr ip t ion  whenever t h e  pharmacist prov ides information t o  a 
phys ic ian  and t h e  subs t i tu t ion  o f  a mult isource d r u g  resu l ts .  T h e  t h i r d  cost 
containment s t ra tegy  concerns the  formula f o r  reimbursement o f  p rov iders  f o r  
p rescr ip t ions  dispensed. The  PACE program reimburses prov iders  e i ther  t h e  
average wholesale p r i ce  of t h e  d r u g  (p lus a $2.75 d ispensing fee) o r  t h e  
usual  and customary charge, whichever is less. T h e  reimbursement rates 
wh ich  were based on purchases i n  quant i t ies o f  100 wi l l  now be  based on 
purchases i n  quant i t ies  o f  1,000 t o  encourage p ruden t  purchas ing  pract ices 
by t h e  p rov ide rs  and concur ren t ly  reduce d r u g  expendi tures f o r  t h e  
program.  Finally, t o  encourage smaller prescr ipt ions which wi l l  resu l t  i n  less 
waste and shar ing  o f  unused drugs,  t h e  maximum prescr ip t ion  size f o r  claims 
w i l l  b e  decreased f rom a 30-day supp ly  o r  100 uni ts  t o  a 30-day supp ly  o r  
100 doses, whichever  is less. Moreover, t h e  dispensing o f  more f requent  
p rescr ip t ions  w i l l  increase t h e  number o f  copayments and w i l l  serve t o  o f fse t  
t h e  level o f  reimbursement requ i red  by t h e  PACE program. T h e  program 
ant ic ipates a savings o f  approximately $99 mil l ion over  t h e  nex t  t h r e e  years 
t h r o u g h  these cost containment e f fo r t s . "  

Rhode Is land 

The  Rhode Is land Pharmaceutical Assistance t o  t h e  E lder ly  (here inaf ter  
RlPAEf program began i n  1985 as a two-year  p i lo t  program which o f fe red  
coverage f o r  more t h a n  1,000 d r u g s  f o r  t h e  t reatment  of diabetes, hear t  
problems, and h igh  blood pressure. l a  Coverage was la te r  expanded t o  
inc lude prescr ip t ions  f o r  glaucoma and  Parkinson's disease. T o  be  e l ig ib le f o r  
benef i ts  a person must be  a t  least 65 years o ld  w i t h  an income o f  not  more 
than  $12,000 f o r  a s ingle person o r  $15,000 f o r  a mar r ied  person.  T h e  
amounts expended f o r  medical and pharmaceutical needs which exceed th ree  
p e r  cent  o f  t h e  appl icant 's income is no t  inc luded i n  t h e  income cei l ings. 
Excluded f rom coverage are persons who are  covered by another  d r u g  
coverage p lan.  T h e  RlPAE program pays u p  t o  60 p e r  cent  o f  t h e  maximum 
allowable charge f o r  each prescr ip t ion .  On ly  about two t o  t h r e e  p e r  cent  of 
Rhode is land's  benef ic iar ies have d r u g  expenses t h a t  exceed $600. The  
average annual reimbursement payment p e r  benef ic iary is $125.35. 

Prescr ipt ions are l imited t o  a 30-day o r  100-dose supp ly ,  whichever  i s  
less, except  f o r  p rescr ip t ions  w i th  an average wholesale p r i c e  o f  less than $10 
which are  l imited t o  t h e  greater  o f  t h e  30-day o r  100-dose supp ly .  The  
RlPAE program requi res tha t  prescr ipt ions be  dispensed w i th in  one year  o f  
t h e  or ig ina l  p rescr ip t ion  o r d e r .  
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For f iscal year  1987-1988, the re  was a total  o f  16,813 cl ients enrol led i n  
t h e  program. T h e  Department of E lder ly  A f fa i r s  administers t h e  program b u t  
has contracted w i th  Blue Cross/Blue Shield to  process claims a t  a cost o f  
about  $1.15 pe r  claim. Rhode Island also minimized addit ional cost a t  t he  
onset o f  t h e  program b y  cont rac t ing  p a r t  o f  t h e  e l ig ib i l i t y  determination 
func t ion  t o  various community service and e lder ly  g roups a t  a rate of about 
$2 p e r  claim. '' 

Trends  in the  States Without a 
Pharmaceutical Assistance Program 

The Bureau wro te  t o  t h e  D is t r i c t  o f  Columbia and those 40 states wi thout  
a state-level pharmaceutical assistance program t o  ascertain the  ex tent  o f  
in te res t  i n  establ ishing a state-level program. Of  t h e  30 jur isd ic t ions t h a t  
responded t o  o u r  i nqu i r y ,  on ly  Florida, Kansas, Massachusetts, Minnesota, 
Ohio, and V i rg in ia  reported hav ing considered legislation t o  establish a 
pharmaceutical assistance program. Most o f  those states c i ted t h e  potent ial  
h i g h  cost of a state-level pharmaceutical assistance program as the  reason f o r  
unsuccessful passage. V i rg in ia  noted t h a t  i t  is now in  t h e  process of 
conduct ing a s t u d y  whi le Florida noted t h a t  i n  l i g h t  o f  t h e  federal program, 
legislation f o r  a state-level program may not  be  pu rsued  again because i t  
carr ies a big p r i ce  tag.  Interest ingly,  t he  D is t r i c t  o f  Columbia reported tha t  
t h e  Bureau's le t te r  generated interest  i n  t h e  D is t r i c t  and t h a t  legislation wi l l  
be  int roduced on th i s  matter.  
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Table 1 

PHARMACEUTICAL ASSISTANCE PROGRAM CHARACTERISTICS 

f i nanc i s1  e l i g i b i l i t y  

Drugs covered 

Generic drug p rov i s i on  

lY85lcann. Gen. Scat. 117-510 
e t  seq. 

Department o f  Aging 

C e n e ~ e  1 funds 

65+ and disabled residents 
domici ied i n  s t a te  far not 
less than 183 days before 
epp l i ca r i on l t ho re  w i t h  o ther  
p l an  O f  insursnce 0,' 
~ L S I J ~ B ~ C B  exciuded 

Usximum annual incone: 
$13 30o--single 
~16:ooo--married 

subject  t o  annual ad j ue t l en t  

A! 1  p resc r i p t i on  drugs, 
i n s u l i n  i n s u l i n  syringes, and 
inrui in 'needles;  drug* 
defernined i n e f f s c t i v s  by FDA 
not  covered 

30-day Bupply 01 120 Oral 
dosage un i ts ,  whichever 
9mateP 

$4 copayment fo r  each 
p w s c r i p t i o n  

19851 l l i .  Rev. S t a t .  1985, ch. 1977/We. ~ e v .  s v t .  A""., t i t .  
67-112, sec. 401 e t  aeq. 22. $254 

Departnent o f  Revenue Oepsrt lent  o f  numen s e r v l c e l  

65' and disabled s t a te  62+ 
res idents  

Income under $14,000 nsxinun annual income: 
$1.600--sins10 
$8.300--married 

Card iovsscu la~ ,  a r t h r i t i s ,  and  drug^ roc hear t  disease, 
d iabetes drugs inc lud ing  dlebetes, s r r h r i t i r .  and 
i n s u l i n  syr inges and needles chronic o b n t r u ~ t l v e  p u l a n e r y  

disease 

Yeximum a ~ q u i s i t i o n  cos t  i s  Requires urs of generic o r  
estab l i shed a t  generic Chemically equivalent  drugs 
squ iva len t  p r ice .  whew unless phys ic ian  ind ica tes  
~ p p l l c a b l e  o t h e n i a s  

34-day Supply 

$80 enro l  i w n r  fee: 
bene f i c i a r y  n u r t  turn aver 
r i g h t 4  t o  covered drug 
bene f i t s  under o ther  drug 
I n s u r a n ~ ~  p l an  

Must be diapanred i n  
q u m t i t i s s  s u f f i c i e n t  t o  
ef fec t  w r i m ~ m  B C O ~ ~ Y  1.r 
l eas t  30-day supply)  unless 
p resc r i be r  o therv ise  d i r e c t s  

$3  f o r  chron ic  o b s t r e c t ~ v e  
p u l w n a r y  disease drug$: $10 
I n r  .ntisrrhrltcc drUeB; and . -. . . . - . - . . . . . . . . 
$2 fo r  o ther  drugs 
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Chapter  4 

OUTPATIENT PRESCRIPTION DRUG COVERAGE UNDER MEDICARE 

P a r t  1. The C u r r e n t  Medicare Program 

Medicare is t h e  federal ly  administered health insurance program f o r  t h e  
e lder ly  who are 65 years o f  age o r  older,  t h e  disabled who are ent i t led t o  
social secur i ty ,  and most persons w i t h  end-stage renal  disease. T h e  program 
is composed o f  two pa r t s .  Part A prov ides  coverage f o r  hospital  costs and i s  
f ree  f o r  enrollees. Par t  B,  which covers physic ian and  o the r  medical services 
such as outpat ient  hospital services, r u r a l  health c l in ic  visi ts,  and home 
health visi ts,  is an opt ional program available t o  enrollees b u t  they  must pay  
a monthly  premium. ' 

T h e  Par t  B premium is annual ly determined by us ing  a formula t h a t  sets 
t h e  premium ra te  a t  50 p e r  cent o f  t h e  monthly  actuar ia l  ra te  f o r  enrollees 
age 65 and ove r  ( i .e .  25 pe r  cent o f  t h e  amount needed t o  cover program 
costs f o r  aged beneficiar ies).  If t h e r e  i s  no increase i n  t h e  social secur i ty  
cost-of - l iv ing allowance i n  a year, t h e  monthly  premium wi l l  no t  be  increased 
f o r  t h a t  year. Beginning January 1, 1990, t h e  premium wi l l  b e  calculated 
according t o  t h e  lower o f  (1) an amount suf f ic ient  t o  cover one-half o f  t he  
costs o f  t he  program f o r  t h e  aged, o r  (2) t h e  c u r r e n t  premium amount 
increased by t h e  social secur i ty  cost-of - l iv ing a l l o w a n ~ e . ~  

Outpat ient  p rescr ip t ion  d r u g s  a re  covered o n l y  i n  v e r y  l imited 
circumstances under  t h e  Medicare program. Medicare w i l l  general ly cover  
d r u g s  which are administered t o  a pat ient  i n  a hospital, b u t  general ly w i l l  not  
cover outpat ient  p rescr ip t ion  d rugs  wh ich  can be self-administered by t h e  
pat ient .  Par t  B wi l l  cover  (1) d r u g s  t h a t  requ i re  inject ion by a physic ian o r  
nurse; (21 self-administered d rugs  t h a t  must  b e  administered by a physic ian 
o r  nu rse  in an emergency situation; (3) b lood-c lot t ing factors f o r  cer ta in  
hemophilia patients; (4) immunosuppressive d r u g s  which are fu rn ished w i t h i n  
one year o f  an organ t ransp lant  covered by Medicare; (5) vaccination against  
pneumococcal pneumonia and hepatit is B on ly  f o r  those a t  medium o r  h i g h  
r isk ;  and (6) immunization d i rec t ly  related t o  t h e  t reatment  o f  an i n j u r y  o r  
d i rec t  exposure t o  a disease o r  condit ion such as rabies o r  tetanus. 

Approximately 95 p e r  cent o f  t he  nation's e lder ly  a re  enrolled i n  the  Part  
A program and most o f  them vo luntar i l y  enro l l  i n  Par t  B . &  

P a r t  I!. Provisions Under  t h e  Medicare 
Catastrophic Coverage A c t  o f  1988 

Coverage 

The federal Medicare Catastrophic Coverage Ac t  o f  1988 (P.L. No. 100- 
360) which was signed in to  law on J u l y  1, 1988, provides protect ion t o  
Medicare beneficiaries f rom catastrophic hospital  and doctor b i l ls  resu l t i ng  
f rom acute i l l n e ~ s . ~  Inc luded in  the  Ac t  is a provis ion which of fers coverage 
o n  expenses f o r  p rescr ip t ion  drugs and insul in .  Cur rent ly ,  t he  Medicare 
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program on ly  covers d r u g  expenses when t h e  d r u g s  are  administered t o  t h e  
pa t ien t  i n  a hospital  o r  sk i l led n u r s i n g  fac i l i t y  and must be  administered by a 
health professional.  T h e  prescr ip t ion  drug coverage under  t h e  Ac t  would 
p rov ide  coverage f o r  al l  p rescr ip t ion  d r u g s  cer t i f ied  as safe and ef fect ive b y  
t h e  federal Food and D r u g  Adminis t rat ion commencing on January  1, 1991 
a f t e r  t h e  benef ic iary has met t h e  annual d e d ~ c t i b l e . ~  The  deduct ib le is set 
a t  $600 f o r  1991 and $652 f o r  1992. T h e  deduct ib le includes al l  expenses 
such as t h e  amounts paid b y  t h e  benef ic iary f o r  d r u g  insurance o r  cost- 
shar ing  amounts under  a state- level pharmaceutical assistance program. 
Thereaf ter ,  t h e  deduct ib le is set b y  t h e  Secretary o f  Health and  Human 
Services i n  such an amount so as t o  ensure t h a t  t h e  propor t ion  o f  
benef ic iar ies qual i f ied f o r  t h e  d r u g  benef i t  remains a t  16.8 p e r  cent  o f  t h e  
Medicare populat ion. '  Medicare wi l l  pay 50 p e r  cent  o f  t h e  d r u g  costs a f te r  
t h e  deduct ib le i n  1991, 60 p e r  cent  i n  1992, and  80 p e r  cent  i n  1993 and  
thereaf te r .  Beginning January  1, 1990, outpat ient  p rescr ip t ion  d r u g s  used 
f o r  home int ravenous the rapy  and immunosuppressive d r u g s  f o r  organ 
t ransp lan t  recipients w i l l  be  covered under  Medicare w i t h  a deduct ib le o f  
$550. ' 

Restr ic t ions 

The  maximum amount of d r u g s  allowed under  a prescr ip t ion  covered 
under  t h i s  program is a t h i r t y - d a y  supply;  however, t h e  Secretary o f  Health 
and Human Services is author ized t o  allow prescr ipt ions f o r  longer  periods not  
t o  exceed 90 days except  i n  exceptional  circumstance^.^ The  Ac t  sets 
d i f f e ren t  payment l imits f o r  (1) mult iple-source d r u g s  which do not  have 
res t r i c t i ve  prescr ip t ions  and  (2) nonmult iple-source d r u g s  and  mult iple-source 
d r u g s  which have res t r i c ted  prescr ip t ions .  A res t r i c t i ve  prescr ip t ion  is one 
where t h e  p resc r ib ing  physic ian specif ical ly requi res t h a t  t h e  prescr ip t ion  b e  
f i l l ed  b y  t h e  d r u g  named on t h e  prescr ip t ion  and does not  permi t  gener ic  
subst i tu t ions.  Claims f o r  benef i ts under  t h i s  p rogram can on ly  be made 
t h r o u g h  par t i c ipa t ing  pharmacies tha t  a re  author ized under  a state law t o  
dispense outpat ient  d r u g s  and have entered in to  an agreement w i th  t h e  
Secretary o f  Health and Human Serv i ces . l o  

Par t ic ipat ing Pharmacies 

Part ic ipat ing pharmacies are requ i red  t o  keep pat ient  records, inc lud ing  
records on expenses, f o r  al l  covered outpat ient  d rugs  dispensed t o  Medicare 
beneficiaries and t o  submit information t o  t h e  Secretary o f  Health and Human 
Services as may be  requ i red  on al l  covered outpat ient  d r u g s  purchased b y  
Medicare benef ic iar ies. Par t ic ipat ing pharmacies are  requ i red  t o  o f fe r  counsel 
o r  information t o  Medicare benef ic iar ies regard ing  t h e  appropr iate use of 
dispensed drugs ,  potent ial  interact ions between t h e  d r u g s  and o the r  d r u g s  
dispensed t o  t h e  benef ic iary,  and t h e  avai lab i l i ty  of therapeut ica l ly  equivalent  
covered outpat ient  d r u g s .  Par t ic ipat ing pharmacies wi l l  have a d i s t i nc t i ve  
emblem f o r  pub l ic  d isp lay.  The  Secretary o f  Health and Human Services w i l l  
be  requ i red  t o  establish, by January  1, 1991, a point-of-sale electronic 
system f o r  use by ca r r i e rs  and par t i c ipa t ing  pharmacies i n  t h e  submission o f  
information regard ing  covered outpat ient  d r u g s  dispensed and which w i l l  
p rov ide  pharmacies w i th  t h e  means t o  determine whether  t h e  benef ic iary has 
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met t h e  deduct ib le.  Toward t h i s  end, t h e  Secretary o f  Health and  Human 
Services must p rov ide  par t i c ipa t ing  pharmacies, upon request, electronic 
equipment and  technical assistance necessary f o r  t h e  pharmacy t o  submit 
claims under  the  electronic system. " 

Part ic ipat ing pharmacies w i l l  be  pa id  an adminis t rat ive allowance o f  $4.50 
f o r  each prescr ip t ion  f i l l ed  under  t h i s  law i n  1990 and  1991, whi le 
nonpart ic ipat ing pharmacies wi l l  be pa id  an  adminis t rat ive allowance o f  on ly  
52.50. A f t e r  1991, t h e  allowances w i l l  b e  indexed b y  t h e  GNP p r i c e  def la tor .  
T h e  Act  authorizes t h e  Secretary o f  Health and Human Services t o  decrease, 
by regulation, t h e  adminis t rat ive allowance f o r  d rugs  dispensed b y  a mail 
serv ice pharmacy. l 2  

Financing 

The  new catastrophic benef i ts  under  t h e  Ac t  wi l l  be  f inanced by 
increases t o  t h e  basic Par t  B month ly  premium which i s  $24.80 for 1988 and  
$31.90 f o r  1989, and  b y  t h e  imposit ion o f  a new supplemental premium t o  b e  
pa id  by a l l  persons el igible for Part  A benef i ts  based on t h e i r  federal  income 
tax  l iab i l i t y .  T h e  increases t o  t h e  Par t  B premium for t h e  catastrophic 
benef i ts  wi l l  amount t o  $4.00 i n  1989, $4.90 i n  1990, $7.40 i n  1991, $9.20 i n  
1992, and $10.20 i n  1993. Of  these amounts, t h e  increases a t t r ibu tab le  t o  t h e  
prescr ip t ion  d r u g  por t ion  a r e  $1.94 for 1991, $2.45 for 1992, and $3.02 for 
1993 (see Table 3 below). T h e r e  is no premium increase i n  1989 o r  1990 f o r  
t h e  prescr ip t ion  d r u g  coverage. l 3  

Table 3 

PART B PREMIUM INCREASES* 

Tota l  
Premium Catastrophic P resc r ip t  ion 

Y e a r  Increase Coverage Drugs 

Source: Medicare Catastrophic Coverage Act of 1988, sec .  211, 102 
S t a t .  733. 

"These increases t o  the  Par t  B premium a r e  i n  addi t ion  t o  any 
increase made because of higher cos ts  of providing medical ca re .  
For example, i n  1989, t h e  Pa r t  B premium w i l l  be $31.90 an increase  
of $7.10 from the  1988 r a t e .  Only $4 of t h a t  increase  is 
a t t r i b u t a b l e  t o  the  ca ta s t roph ic  provisions while t h e  remaining 
$3.10 is fo r  the  higher cos t  of medical care .  
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The supplemental premium wi l l  be  imposed on al l  persons e l ig ib le f o r  Part 
A benefi ts f o r  more than  s ix  months w i th  a federal  income tax  l iab i l i t y  o f  $150 
o r  more. For t h e  f i r s t  f i v e  years t h e  premium rates are set p e r  $150 o f  tax 
l iab i l i t y  and the re  is a cap on t h e  maximum premium t o  be pa id  by each 
enrollee. T h e  premium rates and caps f o r  t h e  f i v e  years are shown below i n  
Table 4. T h e  supplemental premium wi l l  f inance approximately 63 per  cent  o f  
t h e  catastrophic and prescr ip t ion  d r u g  benef i ts  under  the  Act, w i th  the  
remaining 37 p e r  cent  f inanced t h r o u g h  t h e  Par t  B premium increases. lY A 
catastrophic d r u g  insurance t r u s t  f u n d  has been created in to  which w i l l  b e  
deposited t h e  por t ion  o f  t h e  supplemental and f l a t  premium f o r  t h e  d r u g  
coverage and f rom which payments f o r  p rescr ip t ion  d r u g  benef i ts  wi l l  be  
made. l 5  

Table 4 

SUPPLEMENTAL PREMIUM 

T o t a l  Premium 
Rate Per $150 Catastrophic P r e s c r i p t i o n  D r u g  Maximum Annual 

Year Tax L i a b i l i t y  Premium Rate Premium Rate Premium 

Source: Medicare Catastrophic Coverage Act o f  1988, sec. 211, 102 
Sta t .  690-691. 

Medicaid B u y - i n  

T h e  Omnibus Budget  Reconciliation A c t  o f  1986 permits states t o  cover 
Medicare premiums, deductibles, and coinsurance f o r  aged and disabled 
persons w i th  incomes u p  t o  a state-established level u p  t o  100 p e r  cent o f  t he  
federal  p o v e r t y  guidel ine. States choosing th i s  opt ion must use t h e  resource 
standards o f  t h e  Supplemental Secur i ty  Income (hereinaf ter  SSI) program 
unless t h e  state's medically needy program has h igher  standards which can b e  
used. Cur rent ly ,  most states have entered in to  a b u y - i n  agreement under  
which they  pay t h e  Medicare Part  B premiums f o r  t h e i r  Medicaid beneficiaries 
who qua l i f y  f o r  Medicare. T h e  new law includes a mandatory b u y - i n  schedule 
which wi l l  be  phased-in ove r  a th ree-year  period, beginning January 1, 1989, 
requ i r i ng  t h e  states t o  in i t ia l l y  b u y - i n  t h e  e lder ly  and disabled w i th  incomes 
a t  o r  below 85 p e r  cent o f  t h e  federal  p o v e r t y  income guidel ines un t i l  t he  
t h i r d  year where t h e  requirement i s  f o r  those a t  o r  below 100 p e r  cent  o f  t h e  
p o v e r t y  guidel ine. For t h e  f i v e  states, one o f  which is Hawaii, which used 
more res t r i c t i ve  income e l ig ib i l i t y  s tandards than  those under  t h e  SSI 
program, t h e  b u y - i n  requirement wi l l  be  phased in  ove r  a four -year  period, 
beginning January  1, 1989, w i th  the  b u y - i n  f o r  t h e  f i r s t  year  f o r  those wi th  
incomes a t  o r  below 80 p e r  cent  o f  t he  federal p o v e r t y  guidel ine. l 6  
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Drug Uti l izat ion Contro ls  

T o  assure appropr iate prescr ib ing  and d ispensing practices, t h e  
Secretary o f  Health and Human Services must establish (1) a program which 
w i l l  i den t i f y  and educate physicians and pharmacists as t o  t h e  instances o r  
pat terns o f  unnecessary o r  inappropr iate prescr ib ing  o r  dispensing pract ices 
and o f  substandard care w i th  respect t o  such drugs;  and (2) standards f o r  
t h e  p resc r ib ing  o f  covered outpat ient  d rugs  based o n  accepted medical 
p rac t ice . "  T h e  Secretary o f  Health and Human Services is also requ i red  t o  
develop, annual ly update, and disseminate an information gu ide f o r  physicians 
concerning the  comparative average wholesale pr ices o f  a t  least 500 o f  t h e  
most commonly prescr ibed covered outpat ient  d r u g s  wherein d r u g s  are 
grouped by therapeut ic  category."  Congress expects tha t  par t ic ipa t ing  
pharmacies w i l l  review t h e  d r u g  p ro f i l e  o f  beneficiaries for potent ial  adverse 
d r u g  reactions before f i l l i n g  the  prescr ipt ions and t h a t  t he  car r ie rs  w i l l  
review claims ret rospect ive ly  to  ident i fy  pract i t ioners exh ib i t i ng  a pat te rn  o f  
inappropr iate prescr ib ing  o r  dispensing. 

A Prescr ipt ion D r u g  Payment Review Commission, composed o f  11 persons 
w i th  expert ise i n  t h e  provis ion and f inancing o f  covered outpat ient  d rugs,  
has been established f o r  t he  purpose o f  reviewing d r u g  costs and submi t t ing  
annual repor ts  to  Congress concerning t h e  methods o f  determining payment 
f o r  covered outpat ient  d r u g s .  More specif ically, t h e  repor ts  are t o  inc lude 
information i n  t h e  increases i n  manufacturer 's pr ices and pharmacy charges, 
t h e  level o f  use o f  outpat ient  d r u g s  by Medicare beneficiaries, and t h e  
administ rat ive costs re la t ing  t o  covered outpat ient d rugs .  The repor ts  a re  
also t o  inc lude comments and recommendations regard ing t h e  budgetary  status 
o f  t he  D r u g  Insurance T r u s t  Fund .2o  

T h e  Secretary o f  Health and Human Services is t o  develop a standard 
claims fo rm (and a standard electronic claims format) t o  b e  used f o r  requests 
f o r  payment o f  covered d r u g s  under  the  Medicare program and o ther  t h i r d -  
p a r t y  payors.  Sample copies o f  t he  fo rm must  be d i s t r i bu ted  no later  than  
October 1, 1989 and t h e  of f ic ia l  copies no later  than October 1, 1990 t o  
pharmacies and  o ther  in terested par t ies .z1  

Follow-up Studies 

T h e  Secretary o f  Health and Human Services has been d i rected t o  r e p o r t  
t o  Congress on t h e  expenses incu r red  by Medicare beneficiar ies f o r  ou tpat ien t  
prescr ipt ion d r u g s  using data f rom t h e  1987 National Medical Expendi tures 
Survey conducted by the  National Center  f o r  Health Services Research and 
Health Care Technology Assessment. T h e  Secretary is also requ i red  t o  
f u r n i s h  the  D i rec tor  o f  t he  Congressional Budget Of f ice w i t h  data t o  enable 
t h e  Director  t o  submit t o  Congress estimates f o r  t he  out lays requ i red  f o r  
f iscal years 1990, 1991, 1992, and 1993 f o r  t he  Medicare outpat ient  d r u g  
coverage program. 2 2  

T h e  Ac t  requires the  Secretary o f  Health and Human Services t o  conduct  
studies (1) o n  the  possib i l i ty  o f  inc lud ing experimental d r u g s  which have n o t  
y e t  been approved b y  the  federal  Food and D r u g  Administrat ion and biological 
p roducts  not  licensed under  t h e  Public Health Service Ac t  such as those 
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commonly used i n  t h e  t reatment  o f  cancer o r  i n  immunosuppressive therapy;  
(2) t o  evaluate t h e  potent ial  o f  mail serv ice pharmacies i n  reduc ing  costs; (3) 
o f  methods t o  improve ut i l izat ion rev iew o f  covered outpat ient  d rugs ;  and (4 )  
of  a longi tudinal  na ture  on t h e  use o f  outpat ient  p rescr ip t ion  d r u g s  by 
Medicare benef ic iar ies w i t h  respect t o  medical necessity, potent ial  f o r  adverse 
d r u g  interact ions, cost, and pat ien t  s tockp i l ing  o r  wastage." T h e  Act  also 
requ i res  t h e  Comptrol ler General t o  compare t h e  average wholesale pr ices w i t h  
actual pharmacy acquisi t ion costs by t y p e  o f  pharmacy, determine t h e  
overhead costs o f  reta i l  pharmacies, and s t u d y  t h e  discounts g iven b y  
pharmacies t o  o the r  t h i r d - p a r t y   insurer^.^' 

Par t  I II. T h e  Impact of t h e  Medicare Outpat ien t  Prescr ipt ion 
D r u g  Coverage on t h e  State- level Programs 

T h e  Medicare program wi l l  p rov ide  benef i ts on l y  f o r  ex t rao rd ina r i l y  h igh  
prescr ip t ion  d r u g  expenses t o  ai l  qual i f ied persons, regardless of income, 
whi le t h e  state-level programs p rov ide  coverage on ly  t o  t h e  economically 
vunerable and, i n  most instances, regardless o f  how low t h e  d r u g  expenses 
are. T h e  Medicare program wi l l  not  to ta l l y  displace t h e  need f o r  state-level 
pharmaceutical assistance programs, b u t  i t  wi l l  re l ieve t h e  f inancia l  bu rden  o f  
t h e  state pharmaceutical programs i n  two ways. F i rs t ,  t h e  Medicaid b u y - i n  
requirement w i l l  mean t h a t  some o f  t h e  state- level program benefic iar ies wi l l  
become el igible f o r  coverage under  Medicaid which wi l l  pay  t h e i r  Medicare 
premiums, deductibles, and cost-shar ing payments. (A l though t h e  Medicaid 
program involves state funds, t h e  federal government p rov ides  matching 
funds,  so overa l l  state cost o f  cover ing  such e lder ly  should be  less). 
Second, since t h e  Medicare program pays f o r  d r u g  costs above t h e  deduct ib le 
amount, t h e  states on ly  need cover  t h e  prescr ip t ion  d r u g  amounts u p  t o  t h e  
deduct ib le and t h i s  wi l l  allow t h e  states t o  more ef fect ive ly  contain f u t u r e  
costs o f  t h e i r  pharmaceutical assistance programs. 

Daniel Waldo repor ted  tha t  t h e  mean spending f o r  p rescr ip t ion  d r u g s  b y  
t h e  Medicare populat ion is expected to b e  $432 i n  199lZ5 b u t  t ha t  33 p e r  cent  
of t h e  Medicare populat ion wi l l  exceed t h e  annual deduct ib le o f  $600 i n  1991.Z6 
T h e  average annual p rescr ip t ion  d r u g  expenses p e r  benef ic iary i n  a state 
pharmaceutical assistance program i n  1987 was approximately $400. 
Cur ren t l y ,  on ly  a small port ion, about two t o  th ree  p e r  cent, o f  t h e  
par t ic ipants i n  state pharmaceutical programs have expenses t h a t  wi l l  be  able 
t o  meet t h e  deduct ib le o f  $600 under  t h e  Medicare program. A n  exception 
might  be  New Y o r k  which repor ted  t h a t  t h e  major i ty  of i t s  par t ic ipants were 
a t  t h e  h igh  end o f  t h e  scale requ i r i ng  about $700 i n   medication^.^' New 
York, however, on l y  began enro l l ing  members i n  J u l y  1987 and those jo in ing 
ear ly  were general ly those w i th  t h e  h ighest  degree o f  need.28 With t h e  t r e n d  
toward  increased use o f  d r u g  the rapy  f o r  t h e  aged who are  chronical ly  i l l  and 
t h e  cont inuing increases i n  p rescr ip t ion  d r u g  costs, i t  would not  be incor rec t  
t o  speculate t h a t  many more benef ic iar ies wi l l  have prescr ip t ion  drug costs i n  
excess of t h e  deduct ib le by 1991 when t h e  federal  d r u g  coverage commences. 
Pennsylvania has projected t h a t  b y  1991, one o f  eve ry  s ix  PACE benefic iar ies 
w i l l  have d r u g  expenses i n  excess o f  $600.29 

For those states, l i ke  Hawaii, t h a t  do  no t  have a pharmaceutical 
assistance program, t h e  Medicare catastrophic d r u g  coverage may make 
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implementation o f  a state program economically feasible o r  may eliminate t h e  
need f o r  a state program ent i re ly .  Cu r ren t l y ,  Hawaii's Medicaid program 
prov ides  assistance t o  those who are  a t  o r  below 60 p e r  cent  o f  t h e  p o v e r t y  
guidel ine.  Under  t h e  Medicare Catastrophic Coverage Act, Hawaii wi l l  have t o  
p rov ide  medical benef i ts i n  1989 t o  those who are a t  o r  below 80 p e r  cent  o f  
t h e  p o v e r t y  guidel ine and, b y  1993, t o  those a t  o r  below 100 p e r  cent  o f  t h e  
guidel ine.  T h e  resource standards w i l l  also be  at o r  below twice t h e  c u r r e n t  
SSI s tandard.  Th is  means tha t  i n  t h e  ensuing years, t h e r e  wi l l  be  a lo t  more 
e lder ly  persons i n  Hawaii who w i l l  b e  receiv ing prescr ip t ion  d r u g  coverage 
under  Medicaid who would otherwise b e  candidates f o r  a state pharmaceutical 
assistance program. 

Congress, in consider ing t h e  p resc r ip t i on  d r u g  program, was obviously  
concerned about escalating costs as t h e  program progresses as was t h e  
experience i n  several state-level programs. The  large deduct ib le and t h e  
coinsurance requirements were inc luded i n  t h e  federal p rogram t o  remedy t h e  
concerns ove r  cost, b u t  i n  so doing, Congress has excluded a por t ion  o f  t h e  
e lde r l y  populat ion wh ich  may be  i n  need o f  assistance. Congress c lear ly  
in tended t o  ta rge t  assistance t o  those w i t h  "catastrophic drug expenses". 
T h e  state- level assistance programs have a d i f f e ren t  t a rge t  g roup . .  . those who 
have l imited incomes y e t  do  not  qua l i f y  f o r  pub l ic  medical assistance 
regardless of whether  o r  not  t h e i r  d r u g  expenses are  catastrophic.  While t h e  
A c t  broadens t h e  ne t  o f  Medicaid coverage the re  may be  many economically 
vu lnerable e lder ly  above t h e  p o v e r t y  guidel ine f o r  whom meeting t h e  $600 
deduct ib le and  t h e  coinsurance payments on  each d r u g  purchase may s t i l l  be  
a hardsh ip .  

A f t e r  t h e  $600 deduct ib le amount is reached, Medicare w i l l  cover  on ly  50 
p e r  cent  o f  t h e  d r u g  costs i n  1991 whi le t h e  remaining 50 p e r  cent  is t h e  
coinsurance por t ion  t o  b e  paid b y  t h e  benef ic iary.  These expenses would be  
i n  addi t ion t o  t h e  increased Part B premiums and t h e  supplemental premium 
t h e y  must  p a y  t o  obta in t h e  prescr ip t ion  d r u g  coverage. A l though t h e  
Medicare payments w i l l  increase t o  60 p e r  cent  i n  1992 and  80 p e r  cent  i n  
1993 and  thereaf ter ,  t h e  month ly  Par t  B premiums and supplemental premium 
a r e  also subject  t o  annual increases. It should b e  noted t h a t  a l though t h e  
A c t  separately states t h e  amounts o f  t h e  Part  B premium increases 
a t t r i bu tab le  t o  p rescr ip t ion  d r u g s  and  catastrophic coverage, a person does 
no t  have t h e  opt ion o f  no t  t a k i n g  any  coverage if t h e  person enro l ls  i n  Par t  
B.  T h e  Ac t  requi res t h a t  al l  Medicare el igibles ( th rough t h e  supplemental 
premium based on tax  l iab i l i t y )  and al l  Par t  B enrollees ( th rough  t h e  Part B 
premium increases) p a y  f o r  catastrophic coverage even if t h e y  do  no t  desire 
catastrophic coverage. 

T h e  Medicare program would ease t h e  states' bu rden  i n  p r o v i d i n g  
pharmaceutical assistance b u t  it is s t i l l  unc lear  as t o  how many economically 
vu lnerable e lder ly  w i l l  remain w i thout  coverage. 
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THE NEED FOR PHARMACEUTICAL ASSISTANCE FOR THE ELDERLY 

T h e  Growing E lde r l y  Population i n  Hawaii 

I n  1980, t h e r e  were 76,300 e lder ly ,  65 years o f  age and  over,  which 
comprised 7.9 p e r  cent  o f  t h e  tota l  state res ident  populat ion (968,000) and 
t h a t  number is pro jected t o  increase t o  159,500 o r  12.6 p e r  cent  of t h e  tota l  
populat ion (estimated a t  1,267,800) i n  t h e  yea r  2000 and  t o  177,300 o r  14 p e r  
cen t  o f  t h e  tota l  populat ion (estimated a t  1,310,000) i n  t h e  year  2005.' If t h e  
m i l i t a ry  wh ich  is predominant ly  a young  g r o u p  is exc luded f rom t h e  count, 
t h e  populat ion o f  t h e  e lder ly  increases f rom 7.9 p e r  cent  t o  n ine p e r  cent  i n  
1980 and f rom 12.6 p e r  cent  t o  14 p e r  cent  i n  t h e  year  2000.2 L i fe  
expectancy i n  Hawaii is among t h e  h ighest  i n  t h e  wor ld  a t  75 years f o r  men 
and  81.5 years f o r  women. T h e  average l i f e  expectancy f o r  t h e  Un i ted  States 
is 70 years f o r  men and 77.5 years f o r  women. A l though income levels o f  t h e  
e lder ly  a r e  low and t h e  cost o f  l i v i n g  i n  Hawaii i s  high, a h igh  percentage o f  
them al lay f inancia l  stress by res id ing  w i t h  relat ives. '  

Retirement usual ly  means lower income and  l imits t h e  f inancial  opt ions f o r  
t h e  e lder ly  t o  f inance t h e i r  health care needs which increase w i t h  age. I n  
1980, 10.5 p e r  cent  o f  persons ove r  age 65 were below the  U.S. p o v e r t y  l ine 
and  o v e r  59 p e r  cent  o f  t h e  e lder ly  ove r  65 received federal  and state 
supplemental income i n  1980." Recent studies have shown t h a t  t h e r e  is a 
t r e n d  toward  h ighe r  income levels f o r  t h e  e lder ly  as many have planned ear ly  
f o r  t h e i r  ret i rement  years and t h e r e  are more e lder ly  than younger  adul ts  
who have assets such as home e q ~ i t y . ~  Such t rends,  however, can b e  
misleading because most stat ist ical  data on  t h e  economic status o f  t h e  e lder ly  
a re  based on t h e  en t i re  g r o u p  o f  those age 65 and o lder  a l though t h e r e  are  
la rge  d i f ferences between t h e  younger  e lde r l y  and t h e  v e r y  o l d  who are  age 
75 and o lder .  T h e  v e r y  o ld  populat ion is t h e  fastest g row ing  segment o f  t h e  
populat ion and  p o v e r t y  rates increase sharp ly  w i t h  age.' Accord ing  t o  t h e  
V i l le rs  Foundation, whi le t he re  are some e lder ly  w i th  incomes well above t h e  
average, t h e r e  is a large number who fa l l  f a r  below t h e  average. Many 
e lde r l y  a r e  "economically vulnerable".  T h a t  is, a l though t h e i r  incomes may be  
above t h e  p o v e r t y  line, even u p  t o  twice t h e  p o v e r t y  line, t h e y  must s t rugg le  
t o  purchase t h e  basic necessities w i t h  t h e i r  l imited income.' 

Health Care  Costs o f  t h e  E l d e r l y  

T h e  e lder ly  today  spend t h e  same propor t ion  of t h e i r  incomes on health 
care  as t h e y  d i d  before Medicare and Medicaid were establ ished two decades 
ago. T h e  out -o f -pocket  expenses o f  t h e  e lder ly  f o r  health care is more than 
t h r e e  times t h e  average amount spent by t h e  nonelderly populat ion. '  
Medicare does no t  cover  al l  o f  t h e  e lder ly 's  health care costs and  t h e  
economically vu lnerable e lder ly  of ten have d i f f i c u l t y  meeting t h e  Medicare Part  
B premium payments and t h e  requ i red  deduct ibles and coinsurance payments.' 
These e lde r l y  cannot a f f o r d  t o  purchase p r i v a t e  supplemental medical 
insurance, y e t  t h e y  also cannot qua l i f y  f o r  pub l ic  medical assistance u n t i l  
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t h e y  reduce themselves t o  p o v e r t y  s tatus t o  meet Medicaid e l ig ib i l i t y  
requirements. 

F o r t y - t w o  p e r  cent  o f  t h e  tota l  e lder ly  population i s  poor  o r  economically 
vu lnerable l@and on ly  36 p e r  cent  o f  t h e  noninst i tut ional ized e lder ly  poor  is 
covered by Medicaid." T h e  major reason f o r  t h i s  is t h a t  e l i g ib i l i t y  is h inged 
on par t i c ipa t ion  i n  t h e  Supplemental Secur i ty  Income (here ina f te r  SSI) 
p rogram and two o u t  o f  eve ry  th ree  e lder ly  poor do  no t  receive SSI benef i ts .  
Moreover, 14 states, inc lud ing  Hawaii, have more res t r i c t i ve  e l ig ib i l i t y  c r i te r ia  
wh ich  p reven t  many SSI par t ic ipants f rom receiv ing M e d i ~ a i d . ' ~  Hawaii, 
however, does p rov ide  coverage f o r  t h e  medically needy a n d  f o r  t h e  payment 
o f  Medicare Part  B premiums w i th  Medicaid funds .  Complicating matters is 
t h e  g r o u p  o f  e lder ly  w i t h  a s t rong  sense o f  p r i d e  who may choose t o  maintain 
t h e i r  independence and forego necessary medical care r a t h e r  than seek pub l ic  
assistance. Neglect o f  health care needs o f ten  resul t  i n  more serious ailments 
r e q u i r i n g  cost ly  treatments. 

Prescr ip t ion  D r u g  Use and  Expend i tu re  
Pat terns o f  t h e  E lder ly  Populat ion 

T h e  most comprehensive data concerning outpat ient  p rescr ip t ion  d r u g  
ut i l izat ion and  expend i tu re  pa t te rns  o f  t h e  aged were compiled by t h e  Health 
Care Financing Adminis t rat ion i n  1987 w i t h  data f rom t h e  National Medical 
Care Ut i l izat ion and Expend i tu re  Su rvey  (here inaf ter  NMCUES) o f  1980.13 
T h e  information f rom t h e  NMCUES was developed t o  assist  t h e  U.S.  Congress 
in i t s  del iberat ions over  t h e  issue o f  outpat ient  p rescr ip t ion  d r u g  coverage 
u n d e r  t h e  Medicare program. Since Medicare covers outpat ient  d r u g s  on a 
v e r y  l imited basis, t h e  s u r v e y  prov ides meaningful data on  t h e  f inancial  
b u r d e n  o f  p rescr ip t ion  d r u g s  among t h e  e lder ly .  T h e  NMCUES f o u n d  tha t  
noninst i tu t ional ized aged Medicare benef ic iar ies obtained an estimated 288 
mil l ion prescr ip t ions  d u r i n g  1980 and  spent  an estimated $2.3 b i l l ion  f o r  
p rescr ip t ion  d r u g s .  A l though t h e  aged Medicare benef ic iar ies in 1980 
represented on ly  10.9 p e r  cent  o f  t h e  tota l  U.S. population, t h e y  accounted 
f o r  28.6 p e r  cent  o f  al l  prescr ipt ions and  30.2 p e r  cent  o f  p rescr ip t ion  d r u g  
charges. The  average aged Medicare benef ic iary i n c u r r e d  expenses about 
t h r e e  times t h e  average o f  those under  age 65. Prescr ipt ion drug expenses 
f o r  t h e  aged accounted f o r  5.5 p e r  cent  o f  t h e i r  to ta l  health care charges. 
Approximate ly  68 p e r  cent  o f  t h e  tota l  dol lars spent b y  t h e  aged Medicare 
benef ic iar ies was paid out-of -pocket ,  13.9 p e r  cent  by p r i v a t e  health 
insurance, and 10.8 p e r  cent  by Medicaid. The  remaining charges were 
d i s t r i b u t e d  among o the r  payers. About  one-half  o f  al l  p rescr ip t ions  obtained 
b y  t h e  aged consisted o f  cardiovascular renal agents and  d r u g s  used f o r  t h e  
re l ie f  o f  pain." '  

Prescr ipt ion d r u g  use and expendi tures were found t o  increase w i t h  age 
and  women were found t o  be  h igher  users than m e n . ' V h e  poor  (income a t  
o r  below t h e  federal p o v e r t y  l ine) aged Medicare beneficiaries accounted f o r  
21.9 p e r  cent  o f  p rescr ip t ion  d r u g  use o f  t h e  Medicare population, t h e  near-  
poor  (income above t h e  federal p o v e r t y  l ine u p  t o  twice t h e  p o v e r t y  l ine) 39.3 
p e r  cent, and t h e  nonpoor (income above twice t h e  p o v e r t y  l ine) 38.8 p e r  
cent .  T h e  average number o f  p rescr ip t ions  obtained was h ighe r  f o r  t h e  poor  
a t  13.7 p e r  cent  than t h e  nonpoor a t  11.3 p e r  cent .  T h e  percentage o f  
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prescr ip t ion  d r u g  charges paid b y  p r i v a t e  insurance was simi lar among poor 
and  near-poor  e lder ly  (7.7 p e r  cent  and 10.7 p e r  cent, respect ively) b u t  
s ign i f i can t ly  h ighe r  f o r  t h e  nonpoor a t  20.6 p e r  cent .  T h e  f inancial  bu rden  
o f  ou t -o f -pocket  expendi tures was s i x  times greater  f o r  t h e  poor  than f o r  t h e  
nonpoor.  l 6  

Al though t h e  NMCUES data shed l i g h t  on t h e  f inancia l  bu rden  o f  t h e  cost 
o f  p rescr ip t ion  d r u g s  on t h e  elderly,  t h e  s u r v e y  was based on spending i n  
1980, so t h e r e  were no  comprehensive estimates o f  t h e  ex ten t  o f  c u r r e n t  
expendi tures f o r  p rescr ip t ion  d r u g s  by t h e  aged n o r  o f  t h e  expected cost o f  
t h e  proposed program be ing  discussed i n  Congress. Consequently, Daniel R .  
Waldo developed estimates o f  c u r r e n t  d r u g  spending by Medicare enrollees and 
the  d i s t r i bu t i on  o f  such spending in excess o f  a specif ied deduct ib le."  

Waldo pro jected t h a t  t h e  aged and disabled Medicare populat ion wi l l  
spend an estimated $310 p e r  person f o r  outpat ient  p rescr ip t ion  d r u g s  i n  1987 
and t h a t  t h e  mean spending wi l l  r i se  t o  $342 in 1988 and  t o  $432 i n  1991. In 
contrast ,  t h e  average expend i tu re  f o r  p rescr ip t ion  d r u g s  by t h e  e lder ly  was 
$96 i n  1977. The sharp  r i se  i n  d r u g  expendi tures pro jected ove r  t h e  10-year 
per iod  i s  a t t r ibu tab le  not  on l y  t o  t h e  increasing d r u g  prices, b u t  also t o  t h e  
increased use o f  d r u g s  by t h e  e lder ly .  I n  1977, t h e  noninst i tut ional ized 
Medicare enrollees consumed 13.7 prescr ip t ions  p e r  person a t  a cost o f  $6.59 
p e r  p rescr ip t ion  whi le i n  1988 t h e  comparable f i gu res  are  estimated a t  16.8 
prescr ip t ions  and $18.92 p e r  p rescr ip t ion .  These estimates were based on 
c u r r e n t  law assumptions w i thout  consider ing t h e  ef fects o f  t h e  proposed 
Medicare prescr ip t ion  d r u g  coverage o r  any  o the r  caps on out-of -pocket  
health expendi tures.  l 8  

T h e  Bureau could no t  obta in accurate and comprehensive stat ist ical  data 
about p rescr ip t ion  d r u g  use and  expendi tures among t h e  e lder ly  in Hawaii. 
Ear ly  on  i n  t h e  course o f  t h i s  s tudy ,  i t  became apparent  t h a t  accurate and 
meaningfu l  local data on prescr ip t ion  d r u g  use b y  t h e  e lde r l y  could no t  be  
obta ined because such information could on l y  be  ex t rac ted  if ind iv idua l  pat ient  
records were kept  on  a un i fo rm and coordinated statewide basis o r  if t he re  
was a comprehensive technical s u r v e y  o f  e lder ly  persons and  t h e i r  physicians 
on  prescr ip t ion  d r u g  use and costs. T h e  Department o f  Health was not  aware 
o f  any  comprehensive e f f o r t  t o  compile and analyze stat ist ical  data on 
p resc r ip t i on  d r u g  use, by and costs to, t h e  e lder ly  populat ion. l 9  
Nevertheless, t h e  Bureau f e l t  compelled t o  a t  least ascertain whether  o r  not  
Hawaii's e lder ly  outpat ient  p rescr ip t ion  d r u g  use fal ls w i th in  t h e  bal l  p a r k  of 
t h e  nat ional s tat is t ics.  

T o  obta in a rough estimate o f  t h e  ex ten t  o f  p rescr ip t ion  d r u g  use by t h e  
e lder ly ,  t h e  Bureau surveyed 185 pharmacies l icensed w i t h  t h e  state Board o f  
Pharmacy. Of  t h e  185, t h e  Bureau received 80 responses and two let ters 
were re tu rned  t o  t h e  Bureau f o r  lack o f  a fo rward ing  address. Many 
pharmacies repor ted  t h a t  t h e y  did not  compile stat ist ical  data on outpat ient  
p rescr ip t ion  d r u g  use by e lder ly  cl ients. One pharmacy noted t h a t  
physic ians ra re l y  indicate pat ient 's  age on t h e  prescr ip t ion  and  tha t  it does 
not  ask  f o r  age information t o  avoid charges of invasion o f  p r i v a c y  o r  
discr iminat ion. For those pharmacies t h a t  are computerized and have such 
data approximately 30 p e r  cent  o f  t h e  outpat ient  p rescr ip t ions  f i l l ed  
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repo r ted l y  were for e lder ly  c l ients.  T h i s  estimate general ly  coincides w i t h  
t h e  nat ional data. 

T h e  Bureau could not  obta in any  estimates re lat ing t o  t h e  average annual 
cost o f  p rescr ip t ion  d r u g s  t o  an e lder ly  person i n  Hawaii o r  t h e  number of 
e lde r l y  persons who requ i re  b u t  cannot a f fo rd  t o  purchase prescr ip t ion  
d r u g s .  

C u r r e n t  Coverage f o r  Prescr ipt ion D r u g s  

Tes t i f y i ng  before t h e  U.S.  Senate Special Committee on  Ag ing  i n  1987, 
t h e  American Association o f  Ret i red Persons (here inaf ter  AARP) repor ted  t h a t  
a 1977 s u r v e y  showed tha t  on l y  41 p e r  cen t  o f  t h e  age 65 and  over  populat ion 
had outpat ien t  p rescr ip t ion  d r u g  coverage whi le 75 per  cent  o f  t h e  adul ts  age 
19 t o  64 were  covered. The  AARP noted tha t  t h i s  1977 f i n d i n g  preceded t h e  
dramatic increases i n  d r u g  pr ices which occur red  f rom 1981 and tha t  many 
insurance companies have since c u t  back on d r u g  coverage.2n Accordingly ,  
it can b e  speculated t h a t  t h e  number of un insured e lder ly  persons i s  even 
h i g h e r  today.  A recent  repo r t  b y  t h e  U.S. General Account ing Of f ice noted 
t h a t  t h e  U.S.  Publ ic Health Service f o u n d  tha t  15.5 p e r  cent  o f  t h e  e lder ly  
pat ients who requ i re  prescr ip t ion  d r u g s  were unable t o  p a y  f o r  t h e i r  
d r u g s . "  T h e  AARP corroborated t h i s  when i t s  own 1986 s u r v e y  found  tha t  
t h e  cost o f  d r u g s  was t h e  second most important  reason g i v e n  by t h e  e lder ly  
f o r  n o t  f i l l i n g  a prescr ip t ion  whi le  t h i s  reason ranked f o u r t h  in 1982." 

I n  i t s  examination o f  states w i t h  pharmaceutical assistance programs, t h e  
U.S.  General Account ing Of f ice found t h a t  on ly  between f o u r  and  27 p e r  cent  
o f  t h e  e lde r l y  populat ion o f  those states received benef i ts .  Data were not  
available as t o  t h e  propor t ion  o f  t h e  e lder ly  who d i d  no t  par t i c ipa te  because 
t h e y  did no t  need prescr ip t ion  d r u g s  o r  because t h e y  cou ld  no t  meet t h e  
e l i g ib i l i t y   requirement^.^^ 

T h e  Bureau polled t h e  state Medicaid program and  t h r e e  major health 
insurance ca r r i e rs  t o  obta in a rough estimate o f  t h e  ex ten t  o f  p rescr ip t ion  
d r u g  use and  t h i r d  p a r t y  coverage f o r  p rescr ip t ion  d r u g s  among t h e  e lder ly .  
Of  t h e  t h r e e  health insurance car r ie rs ,  information was secured on l y  f rom t h e  
Kaiser Foundation Health Plan and t h e  Hawaii Medical Serv ice Association 
(here ina f te r  HMSA). The  Medicaid program repor ted t h a t  it does no t  maintain 
stat ist ical  data specif ical ly on  t h e  prescr ip t ion  d r u g  use experience o f  t h e  
e lder ly .  T h e  on ly  available method o f  estimating t h e  number o f  e lde r l y  
par t i c ipants  i n  t h e  Medicaid pharmacy program is by app ly ing  t h e  percentage 
o f  e lde r l y  c l ients i n  t h e  overa l l  Medicaid program. I n  1987. t h e r e  were 72,000 
Medicaid cl ients, o f  which 11.5 p e r  cen t  o r  8,280 were i n  t h e  age 65 and 
o lder  g roup .  App ly ing  tha t  percentage; it has been rough ly  estimated t h a t  o f  
t h e  544,124 claims processed i n  f iscal year  1986-1987, 62,574 can b e  
a t t r i bu tab le  t o  t h e  e lder ly . ' *  It is possible tha t  t h e  number o f  e lder ly  claims 
could be  much h igher  since t h e r e  is abundant  evidence t h a t  t h e  e lder ly ,  as a 
group,  t end  t o  have a h igher  p rescr ip t ion  d r u g  use rate than t h e  res t  o f  t h e  
populat ion. On t h e  o the r  hand, since t h e r e  are no h a r d  data on t h e  drug 
use pat te rns  o f  e lder ly  i n  Hawaii, t he re  cou ld  have been a s igni f icant  number 
o f  e lder ly  who had v e r y  l i t t l e  o r  no prescr ip t ion  d r u g  expenses. 
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Hawaii 's Medicaid program res t r i c t s  i t s  d r u g  benef i ts t o  t h e  d r u g s  l is ted 
i n  i t s  fo rmulary  and res t r i c t s  t h e  d r u g s  f u r t h e r  t o  use f o r  specif ic il lnesses. 
The re  i s  no  copayment requi rement . "  C u r r e n t  Medicaid e l i g ib i l i t y  is based 
on 60 p e r  cent  o f  t h e  U.S.  p o v e r t y   guideline^.'^ E lder ly  persons w i th  
h ighe r  incomes can s t i l l  obtain a id t h r o u g h  t h e  medically needy category." 
T o  qua l i f y  f o r  medical assistance on t h e  basis o f  being medically needy, a 
person may no t  have more than $1,900 ($2,850 i n  t h e  case o f  a household w i th  
two e l ig ib le persons) i n  resources. T h e  person's  month ly  income, remaining 
a f te r  medical expenses have been deducted, may not  exceed $327 f o r  a single 
person o r  $430 f o r  a family o f  two.  T h e  income amounts allowed f o r  month ly  
maintenance increases w i th  family s ize.28 

As noted i n  Chapter  4, under  t h e  Medicare Catastrophic Coverage Ac t  o f  
1988, t h e  Medicaid program wi l l  be  requ i red  t o  expand i t s  coverage, on 
January  1, 1989, b y  pay ing  t h e  Medicare costs f o r  al l disabled and e lder ly  
persons who are a t  o r  below 80 p e r  cent  o f  t h e  pove r t y  guidel ine and by 1993 
f o r  those a t  o r  below 100 p e r  cent  o f  t h e  p o v e r t y  guidel ine. T h e  U.S. 
p o v e r t y  guidel ines f o r  1988 f o r  al l  states except  Hawaii and Alaska are  $5,770 
f o r  a s ingle person and $7,730 f o r  a fami ly  o f  two.  T h e  guidel ines set f o r  
Hawaii a re  $6,650 and $8,900, r e s p e c t i ~ e l y . ~ ~  T h i s  means t h a t  i n  t h e  nex t  
f i v e  years, Hawaii's Medicaid program wi l l  b e  cover ing  a l a rge r  number o f  
people and many o f  them migh t  b e  t h e  e lder ly  who would now benef i t  f rom a 
state-level pharmaceutical assistance program. 

T h e  Kaiser Foundation Health Plan repor ted  t h a t  t h e r e  are approximately 
7,728 members who are 65 years o f  age o r  o lder  who a r e  covered by one o f  
t h e i r  d r u g  plans. Kaiser's most common d r u g  p lan covers al l  d r u g s  f o r  which 
a prescr ip t ion  b y  a physic ian o r  a den t i s t  is requ i red  by law when such 
prescr ip t ions  are  purchased a t  a Kaiser Foundation medical fac i l i t y .  The  
pat ien t  i s  requ i red  t o  pay  $1.00 f o r  each p resc r ip t i on  as long as t h e  quan t i t y  
p rescr ibed does no t  exceed t h e  smallest therapeut ic  package made by t h e  
manufacturer,  o r  34 days'  supply, whichever  is g rea ter .  Where t h e  
prescr ip t ion  is f o r  a greater  quant i ty ,  t h e  member must pay  $1 .OO f o r  each 
mul t ip le o f  t h a t  quan t i t y  o r  f rac t ion  thereof .  Ref i l ls are simi lar ly handled and 
must be  purchased f rom t h e  same pharmacy and l ~ c a t i o n . ~ "  

The  HMSA o f fe rs  35 d i f f e ren t  p rescr ip t ion  d r u g  plans t h r o u g h  employer 
g roup  contracts.  Typical ly ,  an HMSA d r u g  plan prov ides coverage f o r  al l  
federa l ly  contro l led d r u g s  requ i r i ng  a prescr ip t ion .  Vitamins f o r  severe 
vi tamin def ic iency, insul in,  and cer ta in diabet ic supplies f o r  t h e  treatment o f  
diabetes may also be  covered under  cer ta in  condit ions. T h e  plan wi l l  pay  100 
p e r  cent  o f  el igible charges f o r  gener ic  d r u g s  and insu l in  and diabet ic 
supplies. For  al l  o ther  d rugs ,  t h e  p lan  wi l l  p a y  80 p e r  cent  f o r  o r ig ina l  
prescr ipt ions and 90 p e r  cent  f o r  re f i l l s .  Benef i ts  are usual ly  l imited t o  a 
maximum 30-day supp ly  p e r  p rescr ip t ion  and prescr ip t ions  must b e  f i l l ed  by 
licensed pharmacists. T o  f i l e  a claim under  an HMSA d r u g  plan, t h e  
benef ic iary must present  an HMSA membership c a r d  t o  t h e  pharmacist and 
bo th  t h e  pharmacist and t h e  benef ic iary must complete claim forms. The  claim 
forms must be  mailed t o  HMSA b y  e i ther  t h e  benef ic iary o r  t h e  pharmacist, 
depending on t h e  plan, w i th in  one year  o f  t h e  d r u g  purchase. The  HMSA 
repor ted t h a t  approximately 22,100 of i t s  members who are  65 years o f  age o r  
o lder  a r e  covered under  one o f  i t s  d r u g  plans. Th is  represents about 6.5 
p e r  cent o f  t h e  HMSA's tota l  d r u g  plan populat ion. While t h e  HMSA did not  
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have available stat ist ical  data on t h e  d r u g  use o f  i t s  tota l  d r u g  p lan 
populat ion, it prov ided information on one large contract  invo lv ing  a sugar 
p lantat ion w i t h  ove r  10,000 members. I n  tha t  contract  2,959 o r  29 pe r  cent  
o f  t h e  members were age 65 and ove r  and tha t  g roup accounted f o r  40,768 o r  
51 p e r  cent  o f  t h e  tota l  prescr ipt ions f o r  which claims were f i led."  

A l though it is impossible to  d raw any meaningful conclusions from such 
sketchy  b i t s  o f  information, i t  can b e  speculated tha t  a t  least 38,108, o r  37 
p e r  cent, of t he  103,000 e lder ly  persons in  Hawaii may have some t ype  o f  
p rescr ip t ion  d r u g  coverage. 

F u r t h e r  suggest ive evidence on t h e  extent  o f  p rescr ip t ion  d r u g  coverage 
among Hawaii 's e lder ly  stems f rom t h e  periodic survey  o f  employee benefi ts 
p lans conducted b y  t h e  Hawaii Employer's Council which provides a good 
indicat ion o f  t h e  preva i l ing  t rends  i n  benefi ts o f fe red by p r i va te  sector 
employers. T h e  most recent survey  reveals a s l igh t  upward  t r e n d  toward t h e  
inc lus ion o f  p rescr ip t ion  d r u g s  i n  t h e  employee health plans and t h e  
cont inuat ion o f  health coverage a f te r  ret i rement. Th is  coupled w i th  the  fac t  
t h a t  Hawaii's p repa id  health lawa2 requires al l  employers t o  prov ide  health 
insurance t o  t h e i r  employees could mean t h a t  Hawaii m igh t  have a good 
number o f  e lde r l y  who are covered f o r  prescr ipt ion d rugs .  T h e  latest survey  
resu l ts  pub l ished in  March o f  1988, found  t h a t  t h e  189 companies surveyed 
o f fe red  265 d i f f e ren t  health care plans, o f  which 235 o r  89 p e r  cent  provided 
prescr ip t ion  d r u g  coverage, e i ther  as a r i d e r  t o  the  medical p lan o r  as p a r t  
o f  t h e  basic p lan .  T h e  employer pa id  the  f u l l  cost o f  t h e  coverage in  55 p e r  
cent  o f  t h e  p lans and t h e  f u l l  cost o f  dependent coverage i n  34 pe r  cent o f  
t h e  plans. On ly  i n  s ix  plans were the  employees requ i red  t o  pay t h e  f u l l  
premium. T h e  survey  also found t h a t  cont inuat ion o f  benef i ts  are provided i n  
on ly  114 o r  45.1 p e r  cent  o f  t h e  plans and o f  t h a t  amount t h e  premiums were 
pa id  i n  whole o r  i n  p a r t  by the  employer i n  on ly  79 o r  31.2 p e r  cent o f  t h e  
plans. " 

I n  contrast,  t h e  su rvey  resul ts  i n  1982 showed t h a t  o f  t h e  143 companies 
surveyed t h e r e  were 240 health care plans o f  which 192 o r  80 pe r  cent 
o f fe red  prescr ip t ion  d r u g  coverage. T h e  employer pa id  t h e  f u l l  premium i n  
128 o r  66.7 p e r  cent o f  t h e  plans and on ly  i n  one p lan was t h e  employee 
requ i red  t o  pay  t h e  ent i re  premium. T h e  employer pa id  t h e  f u l l  cost o f  
dependent coverage i n  95 o r  49.5 p e r  cent o f  t he  plans. Retirees were 
allowed t o  cont inue i n  t h e  health care p lan  i n  85 o r  35.4 p e r  cent o f  t he  
plans. For ret i rees under  age 65, t h e  cont inuat ion o f  health care was allowed 
i n  92 o r  38.3 p e r  cent  o f  t h e  plans.'" 

I n  addi t ion t o  t h e  Medicaid and p r i v a t e  insurance d r u g  plans, e lder ly  
persons also can purchase d r u g s  a t  modest d iscount  pr ices as many 
pharmacies th roughout  the  State o f f e r  a 10 pe r  cent  d iscount  t o  senior 
ci t izens on t h e i r  d r u g  p ~ r c h a s e s . ' ~  T h e  AARP also has a mail o rde r  d r u g  
d iscount  p lan  i n  which Hawaii residents may par t ic ipate.  T h e  Bureau was not  
able t o  secure details o f  t h i s  plan o r  t h e  number o f  Hawaii par t ic ipants f rom 
t h e  AARP. 



Chapter  6 

CONSIDERING A PHARMACEUTICAL 
ASSISTANCE PROGRAM FOR HAWAII 

Arguments f o r  a Pharmaceutical Assistance Program 

T h e  e lder ly  on  small f i x e d  incomes of ten do  no t  comply w i t h  requ i red  
d r u g  the rapy  as d i rected by t h e i r  physicians because t h e y  cannot a f fo rd  t o  
pay  f o r  t h e  prescr ip t ions .  Some e lder ly  persons attempt t o  s t re tch  the i r  
p rescr ip t ions  by tak ing  t h e i r  medications a t  longer  in te rva ls  o r  lower dosages 
than prescr ibed.  D r .  Helene L .  L ipton,  t es t i f y i ng  before t h e  U.S. Senate 
Special Committee on Ag ing ,  noted t h a t  whi le t h e  relat ionship between 
noncompliance and d r u g  cost has no t  been t h e  subject o f  much empirical 
research, available studies have indicated t h a t  d r u g  costs p lay  a s igni f icant  
ro le i n  noncompliance.' D r .  L ipton f u r t h e r  stated t h a t  f u r t h e r  research is 
unnecessary since t h e  resul ts  f rom such studies have been examined i n  
conjunct ion w i th  health professionals '  concerns, pat ients '  personal reports,  
and  data on t h e  e lder ly 's  economic status and t h e i r  ou t -o f -pocket  d r u g  
expenses and a compelling case can b e  made f o r  pharmaceutical assistance.' 

Noncompliance w i th  d r u g  the rapy  is recognized as a serious problem in 
t h e  f ie lds  of gerontology and medicine. D r u g  misuse, overuse, and abuse can 
lead t o  more serious condit ions requ i r i ng  addit ional v is i ts  t o  t h e  physician, 
addit ional d r u g  purchases, expensive therapeut ic  o r  rehabi l i ta t ive treatment, 
o r  even inst i tut ional izat ion i n  a hospital  o r  long- term care fac i l i t y .  Advocates 
o f  pharmaceutical assistance bel ieve t h a t  i n  t h e  long term, government can 
save money since d r u g  the rapy  is a lo t  cheaper than hospital  o r  nu rs ing  home 
care. 

Arguments Against  a Pharmaceutical Assistance Program 

Opponents t o  pharmaceutical assistance programs c i te  t h e  h igh  cost o f  
maintaining such programs as t h e  main de ter ren t .  New Jersey's 
pharmaceutical assistance h igh  program cost has been a problem since t h e  
incept ion o f  t h e  program and a l though a large por t ion  o f  t h e  program is 
subsidized th rough  casino revenues, t h e  state s t i l l  cont inues t o  seek cost 
contro l  measures. The  cost o f  a pharmaceutical assistance program is d i f f i cu l t  
t o  contain not  only  because t h e  cost of p rescr ip t ion  d r u g s  cont inues t o  
increase, b u t  because t h e  use o f  d r u g s  f o r  therapeut ic  purposes is increasing 
and because some o f  t h e  new d r u g s  developed f o r  t h e  treatment o f  cer ta in 
diseases are  inord inate ly  expensive. 

I n  view of t h e  newly enacted federal  law enabl ing t h e  coverage f o r  
catastrophic costs o f  p rescr ip t ion  d r u g s  under  Medicare (discussed i n  Chapter  
41, a state pharmaceutical assistance program might  appear unnecessary o r  
dupl icat ive.  Unless the re  is a demonstrated need f o r  supplemental coverage 
by a substant ial  number o f  e lder ly ,  it may not be  cost-ef fect ive t o  establish a 
state program. Even if t h e r e  is a substant ial  number o f  e lder ly  i n  need, 
some would argue tha t  t he re  may be more cost-effect ive means o f  p rov id ing  
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assistance such as t h r o u g h  tax  c red i ts  o r  exemptions o r  t h e  expansion of 
Medicaid coverage. 

Ano the r  concern is t h e  potent ial  f o r  inappropr iate d r u g  use among t h e  
e lde r l y  wh ich  is already a major concern i n  t h e  gerontological f ie ld .  Misuse 
o f  d r u g s  occurs f requen t l y  among t h e  e lder ly  because o f  such factors related 
t o  t h e  normal ag ing  process such as f o r g e t t i n g  whether  o r  no t  t h e  medication 
was taken d u e  t o  per iodic  lapses i n  memory, inab i l i t y  t o  open a "ch i ld  proof"  
conta iner  because o f  a r t h r i t i s  o r  o the r  degenerat ing phys ica l  condit ion, o r  
i nab i l i t y  t o  read t h e  prescr ip t ion  label due  t o  fa i l ing eyesight .  The  e lder ly  
o f ten  se l f - t rea t  common ailments l i ke  a r th r i t i s ,  bowel i r regu la r i t y ,  and 
insomnia by t a k i n g  over- the-counter  d r u g s  w i t h  t h e  not ion t h a t  such d rugs  
a r e  r i s k  f ree .  Recently, however, scient ists have been increasingly  
concerned about  adverse d r u g  reactions when prescr ip t ion  and over - the-  
coun te r  d r u g s  are  taken concur ren t ly .  Adverse  reactions t o  d r u g s  among t h e  
e lde r l y  a re  f u r t h e r  complicated since t h e y  can b e  missed if symptoms such as 
confusion, memory loss, and disor ientat ion are  dismissed as seni l i ty  when i n  
fac t  t h e y  may be  t h e  side effects o f  t h e  d r u g s  taken.' A s tudy  based on 
1980 census data found  t h a t  f o u r  o u t  o f  f i v e  Medicare benef ic iar ies used 
prescr ip t ion  d r u g s  d u r i n g  t h e  year  and t h a t  t h e  average benef ic iary f i l l ed  
12.1 prescr ip t ions  a year .5 Another  s t u d y  repor ted t h a t  t h e  average e lder ly  
ou tpa t ien t  uses about two t o  f o u r  d i f f e ren t  d rugs  whi le  t h e  inst i tut ional ized 
e lde r l y  genera l l y  consume between f o u r  t o  seven d i f f e ren t  d r u g s . &  

Exper ts  i n  t h e  f i e ld  believe t h a t  t h e  pract ice o f  "polypharmacy", t h e  
t a k i n g  o f  too many medications, p rescr ip t ion  o r  over - the-counter  is a major 
and  f r e q u e n t  cause o f  i l lness among t h e  e lder ly .  T h e  incidence o f  
polypharmacy is of ten associated w i t h  t h e  easy accessibi l i ty t o  d r u g s  and t h e  
lack o f  awareness among t h e  e lder ly  as well as t h e  a t tend ing  physicians and 
pharmacists as t o  a person's overal l  d r u g  use record and t h e  potent ial  harm 
o f  m ix ing  var ious pharmaceutical preparat ions. '  Evaluations o f  t h e  e lder ly 's  
medication h is to ry ,  inc lud ing  bo th  prescr ip t ion  and over - the-counter  drugs,  
should be  rou t ine ly  undertaken t o  determine whether o r  no t  t h e  medications 
a r e  p r o v i d i n g  therapeut ic  benef i t .  Unfor tunate ly ,  today 's  health care 
de l i ve ry  system is such t h a t  of ten the re  a r e  several p rov ide rs  p resc r ib ing  
medications f o r  a pat ient  and  it is usual ly  incumbent on  t h e  pa t ien t  t o  
coordinate and  monitor overa l l  care.' Some experts ,  however, bel ieve tha t  
today's e lde r l y  is an able g r o u p  which should take  charge o f  t h e i r  medication 
decisions a n d  t h a t  t h i s  could be  made possible t h r o u g h  more information, 
education, and  increased access t o   medication^.^ 

Cost  Impl icat ions for t h e  State 

Cost has been t h e  main reason most states have opted against 
establ ish ing a state-level pharmaceutical assistance program. T h e  cost of a 
pharmaceutical assistance program is dependent on  t h e  number o f  
beneficiaries, t h e  level of d r u g  use, t h e  range o f  d r u g s  covered, and t h e  
adminis t rat ive requirements. The  d r u g  reimbursement cost  accounts f o r  a t  
least 90 p e r  cen t  o f  t h e  tota l  program cost.  Accordingly ,  t h e  more res t r i c t i ve  
t h e  coverage t h e  lower t h e  program costs. 
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T h e  New Jersey program which was t h e  f i r s t  state pharmaceutical 
p rogram implemented had an appropr iat ion o f  $2.5 mil l ion f o r  t h e  f i r s t  year, 
but actual costs reached $35 mil l ion. New Jersey subsequent ly  author ized t h e  
use o f  casino revenues t o  supplement t h e  program appropr iat ions."  
Moreover, cost containment strategies, such as a generic d r u g  requirement 
and an increased e f f o r t  t o  recover  incor rec t ly  paid benef i ts and f rom t h i r d  
p a r t y  insurers,  were implemented. For  t h e  1987 f iscal year, New Jersey's 
p rogram cost g rew a t  a slower ra te  than  i n  p rev ious  years p a r t l y  due t o  cost 
containment e f f o r t s . l l  T h e  h i g h  cost o f  t h e  New Jersey program inh ib i ted  
many states f rom creat ing  a pharmaceutical assistance program b u t  those 
states t h a t  d id ,  benef i ted f rom New Jersey 's  experience and  were  more care fu l  
i n  t h e i r  cost project ions and res t r i c t i ve  i n  t h e  prov is ion  of benef i ts .  

Pennsylvania, which began i t s  p rogram i n  1983 saw i t s  expendi tures r i se  
f rom $70 mil l ion i n  f iscal year  1985 t o  $150 mil l ion i n  f iscal year  1986 t o  an 
estimated $340 i n  f iscal year  1987. A l l  expenditures, however, were w i th in  
o r ig ina l  project ions as t h e  Pennsylvania program was p lanned as a phase-in 
se rv ing  t h e  neediest f i r s t  and slowly expanding.  The  cost increases have 
been due  pr imar i l y  t o  increased enrol lments. Pennsylvania takes p r i d e  i n  t h e  
effect iveness o f  i t s  d r u g  ut i l izat ion review system and  i t s  emphasis on gener ic  
d r u g s  i n  keeping t h e  program costs down.12 

I n  addit ion t o  t h e  reimbursement costs which account f o r  approximately 
90 p e r  cent  o f  t h e  tota l  p rogram cost, t h e r e  are  adminis t rat ive costs t o  
consider.  Centra l  t o  any  pharmaceutical assistance program is an ef fect ive 
and e f f i c ien t  enrol lment and  ident i f icat ion procedure  and claims processing and  
recordkeeping system. Most states began b y  c rea t ing  a new of f ice w i t h  a 
s ta f f  of about t h r e e  t o  f i v e  persons t o  pe r fo rm e l ig ib i l i t y  determinat ions and  
cont rac t ing  w i t h  a f iscal in termediary f o r  t h e  ciaims processing and  
recordkeeping aspects. Hawaii's Medicaid prescr ip t ion  d r u g  program simi lar ly 
contracts i t s  claims processing func t ion  t o  a f iscal in termediary.  Many 
pharmacies i n  Hawaii, however, have expressed dissat isfact ion w i th  t h e  
Medicaid claims processing and reimbursement procedure.  A common complaint 
among t h e  pharmacies concerns t h e  inadequacy and lateness o f  t h e  
reimbursements f rom t h e  Medicaid program.'. '  T h e  Medicare outpat ient  
p rescr ip t ion  d r u g  program wi l l  also insta l l  a claims processing and  
reimbursement p rocedure  which could probab ly  serve as an excel lent base f o r  
a state pharmaceutical assistance program. The  adminis t rat ive costs should 
also inc lude educational programs t o  encourage par t ic ipat ion and t o  ensure 
p rope r  d r u g  use b y  t h e  e lder ly .  

Overal l  costs can be  expected t o  increase annual ly  as t h e  cost f o r  
p rescr ip t ion  d r u g s  and t h e  enrol lment increase. Some states were able t o  
minimize adminis t rat ive costs by u t i l i z ing  ex i s t i ng  programs o r  procedures. 
Rhode Island's program was incorporated in to  t h e  Department o f  E lder ly  
A f fa i r s  w i t h  l i t t l e  added cost beyond t h e  th ree  s ta f f  persons h i red . "  Maine 
escaped t h e  need t o  cont rac t  a f iscal in termediary by p iggyback ing  t h e i r  
claims processing on t o  t h e  Medicaid program and saved f u r t h e r  adminis t rat ive 
costs by requ i r i ng  tha t  e l i g ib i l i t y  determinations be made by t h e  state Tax  
Assessor i n  accord w i th  t h e  Tax and Rent Relief Ac t . ' "  

While t h e  states could general ly  estimate t h e  number o f  e lder ly  persons 
who would qua l i f y  f o r  t h e  pharmaceutical assistance program based on t h e  
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income levels o f  t he  e lder ly  population, they  could not  develop accurate 
information as t o  t h e  number o f  persons t h a t  would par t ic ipate i n  t h e  program 
because they  lacked c u r r e n t  local data on t h e  extent  o f  ex is t ing  t h i r d  p a r t y  
coverage f o r  t h e  e lder ly  and the  average annual expenses o f  t h e  e lder ly  f o r  
p rescr ip t ion  d r u g s .  It appears t h a t  most states measured t h e  ex tent  o f  need 
p r imar i l y  on t h e  available national data on outpat ient  p rescr ip t ion  d r u g  use o f  
t h e  Medicare populat ion and t h e  information generated f rom t h e  lobbying 
e f fo r t s  of t h e  e lder ly  and t h e i r  advocacy groups.  The problem wi th re ly ing  
o n  national data is tha t  t hey  are usual ly  based on the  1980 census and do not  
re f lec t  c u r r e n t  use pat terns.  Project ing t h e  program cost based on such data 
becomes guesswork. If, however, an u r g e n t  need f o r  a program is clearly 
demonstrated a guesstimate might  b e  su f f i c ien t  as long as t h e  costs are 
l ibera l ly  projected. 

A n  accurate estimate on t h e  reimbursement cost t o  t h e  State f o r  a 
pharmaceutical assistance program i n  Hawaii cannot be  made unless the  ta rget  
g r o u p  and t h e  covered d r u g s  are ident i f ied.  However, a guesstimate can be 
made by using an average annual d r u g  cost o f  $390" p e r  person and 
mu l t i p l y ing  t h a t  by a percentage o f  t h e  tota l  e lder ly  populat ion. T h e  Bureau 
f o u n d  t h a t  i n  t h e  states w i th  pharmaceutical assistance programs, t h e  rat io  o f  
beneficiar ies t o  the  over  65 populat ion var ied  widely f rom two  p e r  cent t o  27 
p e r  cent."  If two p e r  cent  o f  Hawaii's estimated e lder ly  population 
(103,000)1a par t ic ipated i n  a pharmaceutical assistance program at  an annual 
average d r u g  reimbursement cost o f  $390, t h e  total  reimbursement cost could 
be expected t o  reach $803,000. Since t h e  reimbursement cost is general ly 
about 90 p e r  cent  o f  t h e  total  program cost, t h e  total  program cost is 
pro jected t o  be about $892,667. If t h e  project ions were based on 27 p e r  cent 
part ic ipat ion, t h e  reimbursement cost would be $10,845,900 and the  total  
program cost would be $12,051,000. T h e  Bureau emphasizes t h a t  these 
f i gu res  have been presented on ly  f o r  discussion purposes i n  t h i s  section and 
should not  be  used f o r  any  o ther  purpose.  

Weighing the  Need f o r  a Pharmaceutical Assistance Program 

T o  determine whether o r  no t  t o  implement a pharmaceutical assistance 
program, the re  must be  a f i nd ing  o f  need, and t h a t  need must  be weighed 
against available state f iscal resources t o  cover the  program's cost. The 
ex tent  o f  need f o r  a new social assistance program is usual ly b rough t  t o  t h e  
at tent ion o f  policymakers th rough  fo rce fu l  lobby ing b y  in teres t  groups o r  
when a c r is is  erupts.  I n  a s t u d y  conducted f o r  t he  Pharmaceutical 
Manufacturer 's  Association, it was found  t h a t  t he  establishment o f  t he  
pharmaceutical assistance programs f o r  bo th  New Jersey and Pennsylvania 
resul ted f rom in teres t  generated by e lder ly  ci t izens and t h e i r  advocacy 
groups.  l 9  New Y o r k  enacted i t s  law a f te r  years o f  clamoring by t h e  
e lder ly2 '  and a f te r  extensive s tudy  on t h e  pharmaceutical assistance programs 
of o the r   state^.^' There  has been an absence o f  a demonstrated interest  f o r  
a pharmaceutical assistance program among Hawaii's e lder ly  and evidence o f  a 
segment o f  t he  e lder ly  population i n  d i r e  need o f  assistance has not  surfaced. 
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FINDINGS AND RECOMMENDATIONS 

Through  t h e  n e x t  decade, e lder ly  Americans can expect t o  be  saddled 
w i th  a d isproport ionate ly  h igh  por t ion  o f  t h e i r  income consumed by t h e i r  
health care costs. In terest ingly,  increased use o f  d r u g  the rapy  is an 
approach commonly used t o  contain costs today.  Al though the  costs o f  
p rescr ip t ion  d r u g s  keep escalating annually, drug therapy is considered more 
cost-ef fect ive since i t  is p revent ive  and can alleviate o r  a t  least diminish t h e  
need f o r  expensive surgery ,  o ther  inpat ient  treatment, o r  inst i tut ional izat ion 
f o r  prolonged periods. With the  increasing acceptance o f  t h i s  logic and 
practice, however, came t h e  realization t h a t  whi le the  e lder ly  received 
Medicare assistance f o r  inpat ient  treatment, outpat ient  p rescr ip t ion  d r u g s  
were not  covered. Prevent ive health care t h r o u g h  d r u g  the rapy  whi le 
meri tor ious could not  be  ef fect ive ly  promoted when many e lder ly  persons could 
not  a f fo rd  t o  p a y  f o r  such treatment. Th is  issue has been o f  g rave concern 
a t  t h e  state level since it is t h e  state-administered Medicaid program which 
has been c a r r y i n g  t h e  heaviest bu rden  o f  t he  total  e lder ly  long-term care 
costs. One- th i rd  o f  t h e  expenses f o r  nu rs ing  home care is p a i d  th rough  t h e  
Medicaid program. While the re  is no ha rd  evidence, it is commonly bel ieved 
that,  i n  many cases, inst i tut ional izat ion could have been avoided i f  
appropr iate outpat ient  d r u g  therapy had been administered. 

F indings 

1. From t h e  experiences o f  o ther  states, i t  is clear t h a t  a state-level 
assistance program, could be cost ly t o  administer and maintain, depending on 
t h e  benefi ts and t h e  number o f  par t ic ipants .  Moreover, recent data on 
prescr ip t ion  drug use indicate t h a t  usage rates as well as drug costs w i l l  
cont inue t o  r ise  i n  the  f u t u r e .  Experts i n  t h e  field, however, believe t h a t  
government wi l l  save money i n  t h e  long te rm since the re  is suggest ive 
evidence t h a t  appropr iate d r u g  therapy can o f fse t  t h e  need f o r  cost ly hospital 
and n u r s i n g  home care which are f inanced in  large p a r t  b y  t h e  Medicare o r  
Medicaid programs. Those states t h a t  have a pharmaceutical assistance 
program, have no regre ts  as they  have found a real need f o r  such assistance 
among t h e i r  e lder ly .  

2. A f t e r  many years o f  consideration and debate, t h e  Uni ted States 
Congress f ina l ly  passed a law which provides f o r  p rescr ip t ion  d r u g  coverage 
under  Medicare. T h e  program, however, is no t  comprehensive and does not  
ta rge t  the  same e lder ly  g r o u p  as most state pharmaceutical assistance 
programs. I n  fact, t h e  program is geared t o  assist t h e  e lder ly  w i th  
"catastrophic" expenses and wi l l  no t  assist those "economically vulnerable" 
e lder ly  who cannot meet average d r u g  expenses. Nevertheless, t he  Medicare 
program wi l l  ease t h e  burden on state-level programs since it provides a 
"cap" on t h e  amount the  states w i l l  be  requ i red  t o  pay p e r  benef ic iary.  T h e  
Medicare Catastrophic Coverage Act  of 1988 also requires Hawaii t o  cover, by 
1993, the  Medicare premiums, deductibles, and cost-shar ing payments f o r  
people who are a t  o r  below 100 pe r  cent of t he  U . S .  p o v e r t y  guidelines. 
With t h e  Medicaid program c u r r e n t l y  cover ing on ly  those a t  60 p e r  cent o f  t he  
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p o v e r t y  guidelines, t h i s  means more e lde r l y  wi l l  qua l i fy  f o r  pub l ic  medical 
assistance and the  number of e lder ly  w i thout  prescr ipt ion d r u g  coverage may 
b e  decreased substant ial ly.  

3. Most states have avoided implementation o f  a pharmaceutical 
assistance program because o f  t he  h i g h  cost usual ly associated w i th  such a 
program. The implementation of t h e  Medicare outpat ient p rescr ip t ion  d r u g  
program may generate new interest  among t h e  states w i thout  a pharmaceutical 
assistance program since t h e  state-level programs could become more f iscal ly 
manageable w i th  the  federal government cover ing  the  catastrophic costs. 

4. From the  experience o f  those states w i th  pharmaceutical assistance 
programs, it is ev ident  tha t  a program must  be  tai lored specif ical ly t o  t h e  
state's needs and resources. What works f o r  one state may not  work  f o r  
another. New Jersey's experience is testament t o  the  importance o f  obta in ing 
c u r r e n t  information on t h e  ta rge t  g r o u p  i n  order  t o  accurately pro ject  
par t ic ipat ion and cost. New York 's  experience is a lesson t o  o the r  states tha t  
t h e  program restr ic t ions and procedures should be made simple so as t o  be 
readi ly  understood by t h e  ta rge t  g roup.  The successes o f  o ther  state 
programs indicate t h a t  it is best  t o  s t a r t  w i th  a small program w i t h  coverage 
o n  a l imited number o f  d r u g s  o r  coverage f o r  on ly  the  most needy and 
gradual ly  expand at a la ter  t ime when the re  is a clearer p i c t u r e  o f  t h e  State's 
ab i l i t y  t o  commit f u t u r e  resources. It is easier to  l imit benefi ts a t  t h e  onset 
ra ther  than reduce benefi ts t o  which beneficiaries have become accustomed. 

5. It appears t h a t  assistance t o  t h e  e lder ly  f o r  p rescr ip t ion  d r u g  
expenses is no t  a h igh  p r i o r i t y  issue among t h e  e lder ly  i n  Hawaii. The re  has 
been no demonstration o f  need f o r  such a program f rom t h e  e lder ly  
populat ion. There  was no response t o  t h e  Bureau's i n q u i r y  f rom t h e  local 
AARP of f ice regard ing t h e  concern o f  t h e  e lder ly  f o r  a pharmaceutical 
assistance program and the  Executive Off ice on Ag ing repor ted  t h a t  it had 
not  received any requests f o r  assistance o r  expressions o f  concern regard ing 
t h e  h igh  cost o f  prescr ipt ion d r u g s .  T h e  e lder ly  and t h e i r  advocacy groups 
i n  Hawaii have established long-term care as t h e i r  top p r i o r i t y  issue and have 
been concentrat ing t h e i r  e f fo r ts  on programs i n  t h a t  area. 

6. The absence o f  an o v e r t  expression o f  in terest  i n  a pharmaceutical 
assistance program, however, does not  necessari ly mean tha t  t he re  is no need 
f o r  such a program. New York  had pointed o u t  tha t  i t s  cl ients a re  f ra i l  
e lder ly  who would not  act ively par t ic ipate i n  a lobbying e f fo r t .  

7. While the  Bureau could not  obtain an accurate estimate o f  how many 
o f  Hawaii's e lder ly  have t h i r d  p a r t y  coverage f o r  p rescr ip t ion  drugs,  it can 
b e  safely assumed t h a t  t he re  are some e lder ly  who are i n  need o f  assistance 
b u t  do not  qua l i fy  f o r  Medicaid and who wi l l  no t  b e  helped b y  t h e  Medicare 
d r u g  program ei ther  because they  cannot meet t h e  premium payments, w i l l  not  
expend over  $600 a year on prescr ip t ion  drugs,  o r  cannot meet the  
coinsurance payments. A state-level pharmaceutical assistance program can 
complement t h e  Medicare program by p rov id ing  coverage f o r  t h i s  group; 
however, un t i l  t he  size and t h e  d r u g  use pat terns o f  t h i s  g r o u p  are 
ascertained, the  economic feasib i l i ty  o f  a state-level program which 
supplements the  Medicare program cannot be  determined. 
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8. The re  is a vacuum w i t h  respect t o  c u r r e n t  demographic data on t h e  
e lder ly  populat ion i n  Hawaii. Usually, pol icy decisions rega rd ing  new social 
programs are p r i o r i t i zed  based on t h e  urgency  o f  t h e  need and t h e  economic 
feas ib i l i t y .  T h e  Legis lature cannot ascertain t h e  ex ten t  o f  need nor  estimate 
t h e  program cost unless t h e r e  is c u r r e n t  demographic data on  t h e  ta rge t  
g roup .  

9. Most pharmacies do  not  maintain detai led stat ist ical  data on d r u g  
purchases o f  e lder ly  patrons; some pharmacies are  not  even computerized. 
However, t h e  Medicare Catastrophic Coverage Ac t  o f  1988 requi res t h e  
Secretary o f  Health and Human Services t o  establish a point -of -sa le electronic 
system and t o  develop a s tandard  claims form. T h e  A c t  also requi res t h e  
Secretary t o  conduct  a longi tudinal  s t u d y  on  t h e  use o f  p rescr ip t ion  d r u g s  by 
Medicare benef ic iar ies and o the r  studies regard ing  t h e  program cost and 
requirements f o r  f u t u r e  out lays. Al l  o f  these requ i red  actions w i l l  generate 
valuable data f rom which a more accurate assessment o f  t h e  feasib i l i ty  of 
implementing a pharmaceutical assistance program i n  Hawaii can be  made. 

Recommendations 

1 .  I n  v iew o f  t h e  potent ia l ly  h igh  cost o f  a state- level pharmaceutical 
assistance program and  t h e  absence o f  a demonstrated need, t h e  Bureau 
recommends against implementation o f  a pharmaceutical assistance program f o r  
Hawaii's e lder ly  a t  t h i s  time. I t  would be  inadvisable f o r  t h e  Legis lature t o  
pu rsue  t h i s  issue f u r t h e r  unless t h e r e  is a s u r v e y  o f  t h e  e lder ly  populat ion 
i n  Hawaii p r o v i d i n g  accurate data on t h e i r  c u r r e n t  d r u g  use and expend i tu re  
pa t te rns .  The  e lde r l y  populat ion should be  surveyed on a formal basis and 
t h e  resul ts  should be  used t o  determine whether  o r  not  a state pharmaceutical 
assistance program is needed as a supplement t o  t h e  Medicare outpat ient  
p rescr ip t ion  d r u g  program and t o  estimate t h e  cost o f  such a supplemental 
program. A comprehensive s u r v e y  o f  t h e  e lder ly 's  needs and economic status 
could be  o f  inestimable value t o  t h e  Legis lature since c u r r e n t  demographic 
information is requ i red  t o  ef fect ive ly  resolve today 's  complex issues invo lv ing  
t h e  e lder ly  populat ion. Prescr ipt ion d r u g  use and expendi tures could be  jus t  
a p a r t  o f  such a comprehensive su rvey .  Such a s u r v e y  would requ i re  special 
appropr iat ions and  would probab ly  be  best  conducted under  t h e  auspices o f  
t h e  Execut ive Of f ice on Ag ing .  

2. T h e  Legis lature should care fu l l y  observe t h e  implementation o f  t h e  
Medicare outpat ient  p rescr ip t ion  d r u g  program and  assess i t s  impact on t h e  
d r u g  needs o f  Hawaii 's e lder ly ,  especially w i t h  respect t o  t h e  number o f  
e lder ly  who are  added t o  t h e  Medicaid ro l l  f rom January  1, 1989 due t o  t h e  
mandatory b u y - i n  requirement.  Th i s  information, along w i th  t h e  data 
collected f rom a comprehensive su rvey  should help t o  determine whether  a 
state- level pharmaceutical assistance program is real ly  needed. 

3. I f  t h e  Legis lature f i nds  t h a t  a state- level pharmaceutical assistance 
program is needed and i t  decides t o  establish a program f o r  Hawaii, it is 
recommended t h a t  t h e  program be  designed t o  dovetai l  w i th  t h e  Medicare 
outpat ient  p rescr ip t ion  d r u g  program t o  take  advantage o f  procedures, forms, 
and electronic data processing systems establ ished b y  t h e  federal government.  
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T H E  S E N A T E  
88 

F O U R T E E X T H  LEGISLATC'RE. 19- 

S T A T E  OF HAWAII  
FEB I 7 t988 S.C.R. NO. 35 

REQUESTING A STUDY ON THE FEASIBILITY OF IMPLEMENTING A 
PHARMACEUTICAL ASSISTANCE PROGRAM FOR THE ELDERLY. 

Sf HATE CONCURRENT RtSOLUT 
WHEREAS, the age 65 and over group is the fastest growing 

segment of our population today, and it is projected that this 
group will comprise approximately fourteen per cent of Hawaii's 
resident population in the year 2000; and 

On 

WHEREAS, concomitant with the increase in the elderly 
population is an increased demand for medication as the normal 
aging process frequently leads to chronic illness; and 

WHEREAS, for many elderly persons who are on fixed incomes 
but who do not qualify for public medical assistance, the monthly 
cost of prescription drugs can be prohibitive; and 

WHEREAS, in response to this growing problem, eight states 
(Connecticut, Delaware, Illinois, Maine; New Jersey, New York, 
Pennsylvania, and Rhode Island) have instituted pharmaceutical 
assistance programs which provide financial assistance to 
qualified persons for drugs and six states are considering such 
programs; and 

WHEREAS, although pharmaceutical assistance programs are 
viewed as worthwhile social programs, critics argue that the 
financial burden on the State and the taxpayers is too great and 
that there is a potential risk of drug abuse by the elderly since 
drugs become more readily available; now, therefore, 

BE IT RESOLVED by the Senate of the Fourteenth Legislature 
of the State of Hawaii, Regular Session of 1988, the House of 
Representatives concurring, that the Legislative Reference Bureau 
is requested to conduct a study on the feasibility of 
implementing a pharmaceutical assistance program in the State of 
Hawaii to assist elderly persons with incomes too high to receive 
public medical assistance; and 

BE IT FURTHER RESOLVED that the study include, but not be 
limited to, a review of the programs in Connecticut, Delaware, 
Illinois, Maine, New Jersey, New York, Pennsylvania, and Rhode 

SCR LRB e8161(a) 
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Page S.C.R. NO. 
Island; and 

BE IT FURTHER RESOLVED that the Legislative Reference Bureau 
is requested to submit a report of its findings and 
recommendations to the Legislature, not later than twenty days 
prior to the conve,ning of the Regular Session of 1989; and 

BE IT FURTHER RESOLVED that certified copies of this 
Concurrent Resolution be transmitted to the Director of the 
Legislative Reference Bureau. 

OFFERED BY: 




